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THE CONSTRAINTS TO THE DEVELOPMENT OF MICROFINANCE SECTOR IN 
PAKISTAN 
 
ABSTRACT 
Despite the socio-economic importance that development economists are now 
attributing to Microfinance, it remains generally under developed in Pakistan. Microfinance is 
provision of financial services to people who do not receive service by traditional formal 
financial institutions vis-à-vis Banking and Non-Banking Financial Institutions. The services 
include Credit, Savings, and Insurance etc. 
The Growth rate of Pakistan’s Microfinance Sector is not as high as expected. The 
anticipation was rise in sector growth once it enters the growth stage from the introductory stage 
but this has failed to happen. The paper aims to look at the reasons because of which the formal 
sector has growth rate lower then what international agencies like ADB and the federal 
government expected. For this 10-year data of the sector has been analysed from start of growth 
period in 2007 to 2016. The main constraints faced by the sector are access, sustainability, 
innovation, efficiency and risk management.  
This study examines the current environment of financial market in Pakistan against the 
contextual history of sustained fundamental limitations that refrain the sector’s growth. 
 
Keywords: deposit mobilization, government subsidization, microcredit, microlending, 
small enterprises, outreach, credit appraisal, financial self sufficiency  
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1. INTRODUCTION 
The term Microfinance, also called Microcredit, is a category of Banking Service, 
provided to low-income or unemployed individuals or groups, who have no or limited access to 
mainstream/conventional financial services. In the term microfinance, ‘micro’ stems from the 
fact that relatively small money quantities are borrowed or saved in the financial transaction. 
Oxford Dictionary defines microfinance as:  
“Microfinance is a system of providing services such as lending money and 
saving for people who are too poor to use banks”.  
Micro finance is the provision of financial services including Credit, Savings, Insurance 
etc., to those sectors of economy, which are not serviced by traditional formal financial 
institutions viz. commercial banks and non-banking financial institutions. Microloans are riskier 
than traditional loans because the borrowers in this case are more vulnerable to slight 
movements in the business/economic cycles 
 
Figure 1: MicroFinance target market 
In Pakistan the typical features of the market are: 
1. financial services: poor & low-income clients/unsalaried borrowers 
2. No collateral 
3. Loan Amount: 10,000 - 40,000  
4. Loan Tenure :3 – 24 Months  
5. include group lending and liability  
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6. pre-loan savings requirements  
7. gradually increasing loan sizes 
8. Micro Business Loan  
9. Micro Agriculture Loan  
10. Micro Assets Loan  
11. Livestock Loan  
12. New Micro Business Loan 
1.1 History and Evolution of Microfinance Service 
        Micro-finance has existed in various forms for centuries in several areas of the world, and 
even longer in Asia. The microfinancing history traces back to middle 19th century as evident 
from the script of Theorist Lysander Spooner, who wrote: “The benefits from small credits to 
entrepreneurs and farmers as a way of getting people out of poverty”.  
The phenomenon started with microlending and now offers almost all sorts of banking 
services. “Irish Loan Fund system”, introduced by Jonathan Swift in Ireland was first 
occurrence of microlending. However, the concept did not elicit a big impact until the 
introduction of “Marshall Plan (European Recovery Program, ERP)” at the end of World War 
II. The advent of microfinance as a global industry started in 1970’s.  
In Asia informal micro lending and borrowing evidence dates back to thousands of 
years. However, the first organization to receive attention for modern system of microfinancing 
was the Grameen Bank, founded by Muhammad Yunus in 1976 in Bangladesh. 
Pakistan has made considerable developments in the Microfinance sector; though a late 
starter in this industry as compared to fellow developing countries. The sector formally started 
to develop from 1999. Although semiformal sectors, since the 1980s are providing micro-credit 
services in Pakistan including Non-Government Organizations (NGOs) and Rural Support 
Programs (RSPs). Suppliers of Microfinance in Pakistan fall into three categories: 
Category 1: Informal Sources 
Category 2: Semiformal Sources 
Category 3: Formal Sources  
Subsidies have played an important role in the growth and promotion of the microfinance 
sector’s introduction phase. Now the sector is in its growth phase. MFBs funding structure 
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suggests lack of own-resource base through deposit mobilization. For long-term sustainability, 
Financial Self Sufficiency is vitally important for microfinance institutions. 
Pakistan, unlike other countries, has separate regulatory framework and laws for 
microfinance banks (MFBs). The Ministry of Finance, State Bank of Pakistan (SBP) and 
Securities and Exchange Commission of Pakistan (SECP) regulate Financial Institutions in 
Pakistan. Primarily SBP is responsible for regulation and supervision of Exchange Companies, 
Commercial/Scheduled and Microfinance Banks (both conventional and Islamic), and 
Development Finance Institutions (DFIs).  The rest of the financial institutions SECP regulate 
and supervise them, including Asset Management Companies, Discount Houses, Housing 
Finance Companies, Insurance companies, Investment banks, Leasing Companies, Modarabas, 
Mutual funds, and Venture Capital companies. The Central Directorate of National Savings 
(CDNS) manages the National Savings Schemes (NSS). CDNS is a department of Ministry of 
Finance. 
Since 1999 Pakistan has been a leader and trendsetter in comprehensively, accurately, 
and transparently measuring the performance of a large majority of the microfinance market in 
Pakistan. Islamic Financial Institutions function in parallel with conventional institutions.  
Figure 2: Number and Major Financial Soundness Indicators of MFBs 
 CY12 CY13 CY14 CY15 CY16 
Number of MFBs 10 10 10 10 11 
 Percentages 
CAR 47.48 43.11 37.57 28.95 23.38 
NPLs to Advances 1.04 1.02 1.16 1.32 1.57 
Net NPLs to Net Advances (0.68) 0.11 0.13 0.16 (0.56) 
ROA (After Tax) (0.03) 1.20 2.12 4.75 4.72 
ROE (After Tax) (0.14) 5.28 9.76 23.41 27.77 
Cost / Income Ratio 86.95 83.68 81.20 77.32 73.28 
Liquid Assets to Short term Liabilities 87.98 70.93 70.58 59.37 66.45 
Advances to Deposits 85.00 83.60 85.43 86.73 73.04 
Source: (Annual Report 2015-16 (State of the Economy), 2016) 
1.2 Background and Context 
The microfinance sector started with inclusive reliance on subsidized debt and grants to 
meet its funding requirements. Numerous multilateral and bilateral donors support 
microfinancing in Pakistan along with the government funding. Examples of such donors 
include the Kashf Foundation (local donor), World Bank, and Department for International 
Development (DFID) (UK-based donor) and International Fund for Agricultural Development 
(IFAD).  
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The microfinance sector in Pakistan evolved into its current state in three distinct phases. 
These are known as;  
Phase 1. 1970s – Government Directed Credit  
Phase 2. Early 1980s to mid-1990s – Philanthropy of Finance 
Phase 3. Late 1990s to present – Entry of Local and Foreign specialist MFIs. 
Microfinance is the fastest acting tool in poverty elevation across the world. Hence is 
vital to boost the current scenario of Pakistani economy. “The results of the first microfinance 
impact evaluations were controversial because the world was eager to find that one magic bullet 
that will finally ‘solve’ poverty,” Esther Duflo, MIT-Economics-Professor. 
The current Pakistan Microfinance Sector’s Growth rate is not as high as expected. After 
entering the growth stage, the government predicted growth rate to rise. Since theoretically the 
growth rates in growth stage is highest hence after completion of the introductory stage the 
growth rate should have risen and reached peak growth near the end of the growth stage as the 
sector transitioned to maturity stage. 
 During 2016 Pakistan’s GDP witnessed an 8-year high of 4.7% from 4.0% in 2015 
(Annual Report 2015-16 (State of the Economy), 2016). The paper aims to look at the reasons 
because of which the sector has failed to grow at a higher rate. Gradually, microfinance is 
expanding its penetration across Pakistan, due to collaboration of government with international 
organizations in promoting microfinancing in Pakistan.  
Need for microfinance 
 Microfinance provides funds to the Poor and vulnerable households economically at the 
Bottom of the Socioeconomic-Classification-Pyramid. Worldwide considered one of the most 
effective poverty alleviation tool that not just mobilizes money to the bottom SEC group but 
also enables them to create a continuous source of income generation for them. Given the 
potential of Pakistani economy to grow, there is a lot of room for entrepreneurship at all 
economic scales especially for niche markets. It helps in empowerment of women specially in 
enabling them to earn for themselves in the absence of male members’ support in the family. 
 This financing tool has a better ability to function in times of economic recessions when 
the borrowers become riskier or seek for lower amounts of credit/loans. The growth of 
microfinance sector is crucial for the development of small-scale entrepreneurship in Pakistan 
in today’s global era of entrepreneurship. 
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1.3 Current Scenario 
For its latest MicroWatch issue, the Pakistan Microfinance Network’s (PMN) 
aggregated data was creäted from 39 microfinance providers (MFPs), including 11 microfinance 
banks, 12 microfinance institutions, 4 rural support programmes, and 12 social sector 
organisations that provide microfinance as part of a multi-dimensional service offering. The 
report calculated the following results for the sector. The microfinance penetration rate is 
roughly 25%, based on an estimated potential market size of 20.5 million.  
Gradually, microfinance is expanding its penetration across Pakistan. With sector’s 
growth, funding sources have diversified. Currently the sector is raises funds by a combination 
of debt securities, mainly, Plain Vanilla Bonds (by National Apex Committee), Debt from 
Commercial Banks (by utilizing guarantee funds), and in case of MFBs Bank Deposits are also 
used.  
The guarantee funds available to MFP’s are Institutional Strengthening Fund (ISF) and 
Microfinance Credit Guarantee Facility (MCGF) by SBP. National Debt Fund by KfW 
Development Bank. To raise funds some MFPs are utilizing money market and capital market 
instruments. In 2016 the first successful debt placement was by an International Lender, despite 
continued investor interest in the sector. 
“Pakistan has been endeavouring to increase financial inclusion…Microfinance 
Banks (MFBs) have been playing their part towards enhancing financial inclusion. The sector 
has flourished well in recent times; though asset quality has somewhat worsened.” 
 (Annual Assesment of the Industry, 2017) 
As per PMN annual report for 2016 on the borrowing side, Number of active borrowers 
reached 5.2 million by June 2017, which is a growth of 14 percent since December 2016. In 
June 2017 Gross Loan Portfolio increased to Pakistani Rupees 171 billion, that is a growth of 
25% from Pakistani Rupees 137 billion reported six months ago. 2017’s Average loan size is 
Pakistani Rupees 44,863, up from Pakistani Rupees 41,663 in December last year.   
On the savings side, number of savers has increased to 25.2 million as of June 2017, up 
by 9% from December 2016’s figure. There is higher growth in saving deposits, which have 
grown by 22% from December to June reaching a figure of Pakistani Rupees 148 billion in June 
end. Indicating an increase in usage of bank-saving-accounts trend among the rural population. 
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“Profitability and deposit base have been growing at a significant pace. Most of the 
credit is extended to enterprises, agriculture and livestock with majority of the customers 
belonging to the under-served rural areas. The penetration has been limited though… women 
comprise around one-fourth of the clientele. Future of MFBs seems bright though careful 
supervision is required especially in the area of branchless banking.” 
 (Annual Assesment of the Industry, 2017) 
Institutions having a strong ownership profile (parent company/group backing), good 
asset quality, increasing geographical presence (spread of geographical presence) and 
improving profitability indicators, characterize the industry presently, while recently attention 
of international MFIs are seen to have shifted towards Pakistan as well. 
“The industry is poised to play a pivotal role in meeting the targets of the National Financial 
Inclusion Policy that aims to increase the number of adults having access to transaction or 
formal accounts from 10% at present to 50% by 2020” 
(Microfinance Sector Update, 2017). 
 
Figure 3: Outreach 2017 Q2 (All Pakistan) 
Province Offices  Microcredit Micro-Savings Micro-Insurance 
Potential 
Microfinance 
Market 
Penetration 
Rate (%) 
 Fixed Mobile 
Active 
Borrowers 
Gross Loan 
Portfolio (PKR) 
Active 
Savers 
Value of 
Savings (PKR) 
Policy 
Holders 
Sum Insured 
(PKR) 
  
AJK 35 - 40,243 1,007,405,139 799,302 2,026,664,108 45,761 1,559,113,834 - - 
Baluchistan 19 - 6,157 210,683,651 566,186 609,273,343 12,912 418,122,572 500,000 1.2 
FATA 19 - 18,762 331,595,300 42,304 144,316 18,762 331,595,300 - - 
Gilgit-Baltistan 48 - 47,257 1,385,281,783 113,645 8,499,587,522 48,493 1,359,578,128 - - 
ICT 25 - 20,651 426,140,868 3,284,962 13,511,131,759 12,151 449,525,594 - - 
Khyber-Pakhtunkhwa 118 - 111,694 3,793,223,498 2,245,519 6,929,004,582 107,771 3,141,022,914 5,000,000 2.2 
Punjab 2,492 2 3,952,512 132,748,156,555 13,130,467 59,843,380,788 5,218,439 134,827,265,985 12,600,000 30.7 
Sindh 725 1 1,005,596 31,105,863,538 5,029,078 56,130,071,872 882,971 25,781,664,546 2,400,000 41.6 
Grand Total 3,481 3 5,202,872 171,008,350,333 25,211,463 147,549,258,292 6,347,260 167,867,888,873 20,500,000 25 
Source: (MicroWatch A Quarterly Update on Microfinance Outreach in Pakistan Q2FY17, 2017) 
Considering the efforts done by various national and international organizations in 
feeding microfinance sector in Pakistan and comparing, the results with other countries Pakistan 
needs to improve a lot. According to SBP annual report 2016 the growth rate is unsatisfactory 
as it is one of the most robust periods in the microfinance sector of Pakistan in terms of growth. 
Growth rates are over 30% annually yet 90% of the microfinance market is still untapped as the 
market transits from introductory phase to growth phase. 
Figure 4: Growth of MFI 
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Source: (Greg Chen, Stephen Rasmussen, Xavier Reille, 2010) 
There are more than 40 microfinance institutes operating with 9 major microfinance 
banks. The total outstanding loans are approximately Rs 50 billion and total number of 
borrowers is approximately 2.8 million. 
The following institutes are working in Pakistan’s microfinance sector 
Micro-finance Banks of Pakistan 
1. Advans Pakistan Microfinance Bank 
(Advance) (formerly NMFB) 
2. Apna MicroFinance Bank Ltd. (AMFB) 
(Formerly Network Micro Finance Bank 
Limited) 
3. FINCA Microfinance Bank (FINCA) 4. Khushhali Bank (KB) 
5. Mobilink Microfinance Bank (MMFB) 
(Formerly Waseela Microfinance Bank 
Limited) 
6. National Rural Support Programme Bank 
Ltd. (NRSP-B) 
7. NRSP Microfinance Bank 
8. Pak-Oman Microfinance Bank Ltd. 
(POMFB) 
9. Sindh Microfinance Bank 
10. Telenor microfinance bank (Formerly 
Tameer Microfinance Bank Ltd.) 
(TMFB) 
11. The First Microfinance Bank Ltd. 
(FMFB) 
12. The Punjab Provincial Cooperative Bank 
Ltd 
13. U Microfinance Bank Ltd (UBank) 
(formerly Rozgar Microfinance Bank 
Limited 
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Non-Bank Finance Institutions (NBFIs) 
Microfinance institution providing specialized microfinance services 
1. Akhuwat (AKHU)  2. ASA Pakistan (ASA)  
3. Asasah (ASASAH)  4. Community Support Concern (CSC)  
5. DAMEN Support Program (DSP)  6. DEEP Foundation  
7. Farmers Friend Organization  
8. Helping Hand for Relief and 
Development (HHRD)  
9. Jinnah Welfare Society (JWS)  10. Kashf Foundation (KASHF)  
11. Micro Options (MO)  12. MOJAZ Foundation Naymet Trust  
13. Orangi Charitable Trust (OCT)  14. SAFCO Support Foundation (SSF)  
15. Soon Valley Development Program 
(SVDP)  
16. Taraqee Foundation (Registered under 
SECP Comp Ord. 1984) 
17. The Pakistan Microfinance Network 
(PMN) 
18. Wasil Foundation (WASIL) 
Rural support programme running microfinance operation as part of Multi-dimensional 
rural development programme 
1. Ghazi Barotha Taraqiati Idara (GBTI) 
2. National Rural Support Programme 
(NRSP) 
3. Punjab Rural Support Programme (PRSP) 4. Sarhad Rural Support Programme (SRSP) 
5. Sindh Rural Support Organization (SRSO) 
6. Thardeep Rural Development Programme 
(TRDP) 
Organizations running microfinance operations as part of multidimensional service offering 
1. Al-Mehran Rural Development 
Organization (AMRDO)  
2. Association for Gender Awareness and 
Human Empowerment (AGAHE) 
3. Badbaan Enterprise Development Forum 
(BEDF) 
4. Organization for Participatory 
Development (OPD) 
5. ORIX Leasing Pakistan Ltd. (OLP) 
6. Rural Community Development Society 
(RCDS) 
7. Shadab Rural Development Organization 
(SRDO) 
8. Support With Working Solutions (SWWS) 
9. Villagers Development Organization 
(VDO) 
 
Microfinance Institution can be established under following legislative frameworks 
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1.4 Problem Statement 
Constraints to the growth of microfinance sector in Pakistan. 
1.4.1  Research Question 
Research Questions are based on study’s objectives:  
1. Does fund sources influence growth? 
2. Does government regulation and laws influence growth and how? 
3. Does investment amount influence growth and how?  
4. Does loans utilization (by borrowers) enhance growth of the MFIs and how? 
5. Does organization structure influence growth? 
6. Does participants’ education level influence growth?  
7. Does participants’ number (individual or group) influence the growth of MFIs?  
1.4.2 Hypothesis 
 Constraints to the growth rate of Pakistan’s Microfinance sector in the past decade. 
1.5 Objectives and Aims 
1.5.1 Objective 
The general objective is to find factors that determine the growth of Microfinance Sector in 
Pakistan. How despite the challenges (e.g. High rate of defaulters) that surround them these 
organizations continue to thrive? How participation of low-income earners and so-called “Poor” 
in MFIs change their course of operations from traditional financial institutes. 
1.5.2 Specific Aims 
The study focus on the following specific objectives: - 
1. Determine the extent to which amount of individual investment influence MFIs growth. 
2. Determine the extent to which participants’ education levels influence MFIs growth. 
3. Determine the extent to which individuals’ / Group loans utilization impact MFIs growth. 
4. Determine the extent to which government involvement influence MFIs growth and 
Microfinance sector’s growth. 
5. Find how individuals/ Groups participation rate affect growth rate.  
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2. LITERATURE REVIEW 
Background 
Microfinancing has received international attention in 2000s after the success of 
Grameen Bank. Majority of the institutions focus on underdeveloped and developing 
economies. As majority of the masses in these economies live at less than $2 a day hence are 
unattractive markets for traditional banks. These poor people operate mainly in informal 
economy their businesses are often unregistered, untaxed and sometime illegitimate. Hence, 
prove to be risky and expensive for banks to deal with. “Some see microfinance as the long-
sought-after tool for eliminating poverty around the world. After all, microfinance has the 
appeal of bringing financial power to the people who need it most and whose resourcefulness 
and ingenuity it will fuel”. (Khavul, 2010) 
According to (Shahnaz A Rauf, Tahir Mahmood, 2009) Microfinance Sector Growth 
Strategy influences performance of the microfinance institutions in Pakistan. MFI’s in Pakistan 
are facing credit constrains hence have focused on sustainability rather than social support. The 
commercial performance of microfinancing is weak with high cost and low productivity. In 
various indicators of performance and outreach, the sector has made progress. For further 
development, the challenge of increasing outreach’s scope, breadth and depth at lower cost 
needs attention. Category analysis indicate MFBs are the least efficient and MFI performed the 
best so far. The sector needs to focus on human resource and financial resource optimal 
utilization and concentrate less on extensive expansion (Shahnaz A Rauf, Tahir Mahmood, 
2009). 
Introductory stage of Pakistan’s microfinance sector is coming to the end. While the 
sector faces numerous challenges like improper regulation, fierce competition, and product 
differentiation (Mohammad, 2010). He further stated, “The rapid increase in poverty along with 
other opportunities is paving way for the sector’s growth and indicates a huge market potential 
for microfinance beyond the capacity of current MFIs’ management.” Badly designed 
microfinance programs of the government has limited the sector’s impact on poverty. The 
industry has witnessed rapid growth since 2000 after the entrance of international players and 
of local mega banks. There are enormous opportunities that can be availed if the government 
provides a levelled playing field to the private sector market players in the arena. 
Pakistan Microfinance industry is still in Early-Development-Phase. Pakistan has very 
few interested commercial banks who supply micro-funds. Pakistan microfinance industry 
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relies significantly on international donor funds (Bugvi, Sahibzada Ahmad Muneeb, 2014). In 
Pakistan Microfinance is a social service and banks lack a Socio-Commercial approach. 
Pakistan Microfinance Industry has not achieved sustainability (Bugvi, Sahibzada Ahmad 
Muneeb, 2014). Commercial Banks deliver less than 6 % of their funds to SME sector. The 
solution lies with the commercial banks, who have the economies of scale to withstand the 
higher operation costs associated with microfinancing, due to primitive development in the 
microfinance sector as compared to other finance sectors in Pakistan. 
Outreach/ Growth 
In the literature outreach has generally been described as “Microfinance institutions 
(MFIs) focus on providing credit to the poor who have no access to commercial banks, in order 
to reduce poverty and to help the poor with setting up their own income generating businesses” 
(Cornelis Hermes, Bernardus Lensink, Aljar Meesters, 2008). The commercialization of 
microfinance institutes has shifted their focus from maximizing customer reach to increasing 
profit margins as market dynamics are changing due to gaining leadership of profit-motivated 
microfinance providers than non-profit focused. According to Stochastic Frontier Analysis 
(SFA) done in the paper the current commercialization has not increased focus on efficiency. 
Since investment-aims were different, for example CSR, diversification, gain government 
subsidization. (Cornelis Hermes, Bernardus Lensink, Aljar Meesters, 2008). 
Under the present development of Microfinance sector in Pakistan, trade-off between 
sustainability and outreach exist, due to higher operational costs associated with MFBs as 
compared to commercial banks while NGOs providing Micro-Finance Services lack the 
expertise and network to provide services at par with MFBs. Hence a combination of subsidies 
and support should be used to make MFBs an attractive investment as it beneficial for both the 
poor and FIs. “The critics of microfinance doubt whether access to finance may contribute to a 
substantial reduction in poverty. They claim that microfinance does not reach the poorest of the 
poor, or that the poorest are deliberately excluded from microfinance programs.” (Niels 
Hermes, Robert Lensink, 2011) 
The main problem faced by MFB is customer contributing 47% in total issues faced by 
MFBs growth, then internal environment contributing 41%. Hence, SBP should endorse risk 
management policies and regulations for MFB. (Sana Ehsan, Nadia Asghar, 2011) 
Policy measures alone cannot increase financial access (Tatiana Nenova, Cecile Thioro 
Niang, Anjum Ahmad, 2009). Financial Institution objective to expand operations across 
 PAKISTAN MICROFINANCE SECTOR GROWTH RATE 13 
Pakistan, stinted by slow technological developments, unsuitable financial processes and 
products of MFIs and weak legal foundations. Income has been the strongest driver for low 
demand of financial access, followed by poor socioeconomic conditions, gender biasness, 
minimal education (literacy) level and financial illiteracy in generating demand for access to 
financial institutions. Therefore, financial institutions currently limit their service development 
for enterprises and individuals with consistent, high and predictable income. For microfinance 
institutions (MFIs), key operating challenge in Pakistan, is raising sufficient local funding to 
grow, attain sustainability, and develop integration, with local financial markets. In light of 
international experience, “Government Savings Promotion Models” can be beneficial. For 
example projects like matching schemes, awareness-raising programmes, and tax-advantaged 
schemes (Tatiana Nenova, Cecile Thioro Niang, Anjum Ahmad, 2009). 
Mr. Ahmed and Mr. Basharat propose in their report that increase in outreach by MFB 
can be attained by utilizing government credit schemes, branchless banking, tapping into new 
segments like housing finance and SME financing due to the new relaxed regulations. 
 The paper applied Granger Causality Test based on the Block Exogeneity (Wald test) 
and Cointegration-techniques for analysis. ‘Granger Causality Test’ indicated bidirectional 
causality between the variable sets ‘deposits and growth’, ‘inflation and growth’, and ‘savings 
and growth’. The Cointegration Test confirmed the long run association among credit to private 
sector, deposits, domestic savings, economic growth, foreign direct investment, and inflation. 
(Sharafat Ali, Hamid Waqas, Muhammad Asghar, Muhammad Qaisar Mustafa, Raheel Abbas 
Kalroo, 2014) 
Credit-Appraisal/Credit-Collection/Credit-Risk-Control 
Internal and external variables significantly affect credit constrained faced by 
microfinance providers. To minimize fund shortages, the authorities should pay attention to all 
internal and external factors’ sub-variables. (Khan, 2015) One way of doing this is to develop 
credit management/ fund utilization and employee skills/serving capacity. Due to credit 
constraints and low deposit mobilization 81% of potential clients remain unserved. 
Client Appraisal (CA), Collection Policy (CP), Credit Risk Control (CRC) and Credit 
Terms and Policy (CTP) influence correlation of Credit Risk Management with Loan 
Performance.  The correlation of these variables in Pakistan are in line with the results found in 
other developing economies like Tunisia, Bangladesh and Kenya (Sufi Faizan Ahmed, Qaisar 
Ali Malik, 2015). 
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For successful CRM system an important consideration is the environment within which 
the bank operates. According to the article (Evelyn Richard, Marcellina Chijoriga, Erasmus 
Kaijage, Christer Peterson, Hakan Bohman, 2008) the components of Credit Risk Management 
(CRM) system differ for Commercial Banks operating in less developed economy as compared 
to operations in developed economy. Loan portfolio is not only the largest revenue-generating 
asset of FI but also the biggest source of risk. Credit risk directly correlates to solvency risk but 
also to the magnitude of the risks impact all-connecting back to level of loan losses. 
The microfinance industry faces three main financial risk, which have a significant on 
them. The default rates of the clients are too high. Greater transparency for loan performance 
and credit risk appraisal is crucial for long-term survival (Rai Imtiaz Hussain, Zeeshan Fareed, 
Iffat Saleem, Shahbaz Hussain, Sohail Adnan, 2012). They recommend application of Basel II 
for significant and prominent improvement in management culture and risk based supervision 
in microfinance sector. However, implementing the accord will translate into higher cost as 
regulatory minimum capital requirement will shoot up. Similarly, administrative cost will rise 
in engaging advanced supervisory review process and control. 
(David Kruijiff, Stephan Hartenstein, 2014)  The rise of Microfinance Investment 
Vehicles (“MIVs”) in early 2000s gained attention from many Development Finance 
Institutions (DFIs) however, soon a prolonged steady decline in the fund creation through the 
source countered by the rise. As the microfinance sector continues to grow, the systemic risk of 
these maturing MFIs has indisputably increased. This holds especially true for MFIs that expand 
within the same geographic and operational areas. The paper proposes implementation of Basel 
to counter weaknesses in risk management and integrate the increasing number of MFB’s into 
mainstream financial system. 
Customer Characteristics 
Low number of women are taking microfinancing for entrepreneurship because they do 
not provide skill development and advice. Which would enable these women to utilize the funds 
profitably. Since these women have primitive skills loaning from formal sector is much 
expensive than from semi-formal or informal sector (Mahmood, 2011). 
The economic recession, job losses, and declining inflow of remittances affect 
Microfinance borrowers causing delay in loan payments. In Pakistan, the main hurdles are to 
microfinancing are Politicians, Religious Leaders, Concentrated Market Competition and 
Borrower Associations (Greg Chen, Stephen Rasmussen, Xavier Reille, 2010). 
 PAKISTAN MICROFINANCE SECTOR GROWTH RATE 15 
Depriving economic conditions, high level of involvement and pressure from political 
fragments, unsupportive and inflexible communal and social norms, low level of awareness, 
low literacy rate, slow market penetration strategy of MFIs, and strong cultural differences 
amongst different groups of the population living in remote areas have restrained the growth of 
microfinance sector of Pakistan (Ali, 2012).  
This examination distinguished different challenges faced by microfinance sector in 
Khyber Pakhtunkhwa, which incorporates documentation and procedures, literacy rate, political 
instability, social challenges, terms and conditions, terrorism etc. likewise there are potential 
development opportunities that include economic development, entrepreneurship, poverty 
alleviation and Islamic-financing. The improvement of this segment will additionally animate 
the monetary advancement of the economy (Hazrat Hassan, Khalil Jebran, 2016). 
Economies of Scale 
MFIs can lower costs by attaining economies of scale. The paper proxied efficiency with 
operating expense ratio, and its regression showed efficiency negatively relates with size, 
growth rate and loans per staff. Growth in outreach showed negative relationship with risk, thus 
more growth leads to lower risk (Ali Basharat, Ammar Arshad, Raza Khan, 2014). The report 
is based on sector wise statistical analysis of MFI operating indicators. Next it assed 
productivity which is significantly related with lending methodology and efficiency but was 
found not affected by the loan size, peer group or organization’s growth rate. (Ali Basharat, 
Ammar Arshad, Raza Khan, 2014). Profitability directly correlates with growth. 
External Environment 
Other international agencies and policy makers including World Bank, recommend 
Financial Institutions provide service to the maximum number of borrowers possible, as demand 
for microfinance service is copious. Thus numerous opportunities lie for commercial MFIs in 
development and divesture of their product portfolio and give larger amounts/volume of loans 
to the slightly less poor segments of the society.  According to international agencies, the profit 
motive leads MFIs be more efficient and seek new markets (Hina, 2013). The authors analysis 
is based on outreach, profitability and financing sources; diverse mission’s microfinance 
institutions and its change with commercialization; and definition and perception of 
practitioners of microfinance on the growing trend of commercialization of microfinance 
institutes. She concludes, “Microfinance institutions… have failed to achieve their stated 
objective of profitability and larger outreach to poor people of Pakistan… As commercialized 
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institutions move from serving poorer clients… we may see microfinance return by default to 
this position.” (Hina, 2013) 
According to the report upon reaching maturity stage, Pakistan’s microfinance market 
has a high potential for growth keeping in view the customer base and support from government 
and international organizations in boosting the formal sector of microfinance market. The author 
says: 
“Despite the positive developments, the potential market size for microfinance is 27 million 
clients and the current penetration rate stands at approximately 11.5 percent…Industry 
infrastructure has been strengthened by the establishment of the Microfinance Credit 
Information Bureau (MF-CIB) which includes not just the regulated MFBs but all 
microfinance practitioners in the industry. The on-going national roll-out of the MF-CIB is 
likely to restrict the prevalence of over indebtedness or multiple borrowing, particularly in 
regions with a strong presence of MFPs (most noticeably in Punjab and Sindh).” (Syed 
Mohsin Ahmed, Ali Basharat, 2015) 
Microfinance banks are regulated by state bank of Pakistan while nonbank microfinance 
providers are regulated by SECP hence enjoy a relaxer term and conditions for the same 
operations (Seyed Ibn e Ali Jaffari, Salman Saleem, Zain Ul Abideen, Muhammad Musa 
Kaleem, Nauman Malik, Muhammad Raza, 2011). The paper highlights the challenges and 
opportunities in Pakistani microfinance industry. The report identifies six internal challenges 
and six external challenges. It concludes that the cost of microfinance is relatively high in 
comparison to other financial services and perceived to be against norms and beliefs by the mass 
population. However, training of staff and awareness of customers can prove to be game 
changers. 
Since beginning the government and formal/semi-formal finance sectors in Pakistan 
have focused on developing Large, Medium and Small Scale Enterprises, and ignored the 
Micro-enterprises (Hassan, 2008). From those efforts, small enterprises have benefited the least 
while most of the benefit went to full-scale firms. MSMEs in Pakistan face shortages of 
monetary resources and equity because majority of conventional financial institutions and banks 
operate only in urban areas. A major constraint for the development of Small-Scale-Rural-
Industries is absence of link between financial institutions and their potential clients residing in 
villages. The informal credit sources, essentially base on personal contacts. For majority of 
credit needs of rural and agrarian people local sanctions meet the demand. The present formal 
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sector seems reluctant to lend to these people, as it requires customary securities, for example, 
property deeds and long complex application techniques, which are cumbersome for rural and 
agrarian people. Besides, most Pakistanis are uneducated and unfit to fill the applications, 
subsequently they fail in acquiring loans from these establishments. Moreover the distance to 
the nearest bank is a lot for rural people and villagers to travel to the institutions just for 
obtaining an application form, let alone the hassle of completing the form and then making 
regular payments of the loan instalments if it is affirmed (Hassan, 2008). 
For successful innovation, cultural embedment is essential (Clark, 2011). Exemplifying 
the success of Akhuwat Foundation the author claims that Islaminization of microfinancing will 
prove to be not only socially successful in Pakistan but economically as well. Microfinance in 
Pakistan can be ventured on social capital as lending to a person is seen as lending to whole 
family and “family pride” gets involved, a scared connotation for rural Pakistanis. 
Financial Performance 
Due to prohibition of interest (Ribbah) in Shariah, microfinance banks operate in two 
parallel systems in Pakistan (Dr. Muhammad Farooq, Zahoor Khan, 2014). Under MSDP, on 
12th August 2000 federal government inaugurated Khushhali Bank (KB), the first microfinance 
bank of Pakistan. Islamic Microfinance Institutions heavily rely on subsidies and grants because 
their foremost objective is providing ribbah free microfinance services without considering 
profitability and sustainability of the institution. Based on Operating Expenses to Assets (OEA) 
and Cost per Borrower (CPB) IMFIs are more cost effective than conventional MFIs. He 
concludes this based on social and financial performance of the institutes from 2005 to 2010 in 
Pakistan.  
Financial Self Sufficiency 
The report concludes that size of MFI and Loan portfolio to asset ratio has a positive 
and significant impact whereas Portfolio Risk, outreach- breadth, Management-inefficiency and 
operating-cost-ratio has negative and significant impact on financial self-sufficiency (Zeeshan 
Ahmad Khan, Sehrish Butt, Ather Azim Khan, 2017). 
The current emphases of key players are operational shift from donor-funded 
organizations to financially sustainable commercial financial institutes. Khushhali Bank leads 
the shift. This shift is conflicting with millennium development goals and due to it; MFI’s are 
inclined to operate near urban areas. These MFB offer short-term smaller loans at higher interest 
rates than traditional banks (Heather Montgomery, John Weiss, 2011). 
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“Majority of microfinance providers (MFPs) in Pakistan are financially unsustainable 
and rely on funding from donors and subsidized-credit from the Pakistan Poverty Alleviation 
Fund (PPAF) (Aban Haq, Zahra Khalid, 2011)”. This increases their vulnerability to risks, 
especially unforeseen calamities like 2010 floods. The survey results revealed these issues faced 
by MFPs. Such as breakdowns in credit discipline, higher chances of business failure. Owing 
to higher risk of frauds, inappropriate lending and collection practices, increased interest rates 
(causing cost of funds to rise), interference from political agents, loan losses due to reliance on 
group lending, and reduced opportunities for self-employment or investment and weak controls 
(due to rapid growth) (Aban Haq, Zahra Khalid, 2011). 
The boast in savings in microfinance sector came after the promulgation of the 
“Microfinance Institutions Ordinance 2001”. Prior to this, MFIs and RSPs could only 'mobilize' 
deposits instead of intermediating them (Aban Haq, Syed Mohsin Ahmed, 2010). MFI cannot 
solely rely on the deposits they obtain, as they are very small in net value as compared to the 
net value of loans they have to give out as per the data collected by the researchers. 
Internal Environment 
Inability to build and maintain branch infrastructure inhibits further expansion. Mobile 
phone technology recently has power to transform banking and dramatically reduce costs for 
serving poor households who transact in small amounts. Thus, mobile banking looks promising 
for microfinancing. “Mobile strategies must recognize that it is about much more than simply 
offering a ubiquitous window into account information and payments integration… a 
comprehensive strategy should address solutions across the MFIs activities such as customer 
acquisition and maintenance, transaction support, marketing and engagement, accounting, and 
collections. Lowering set up costs and improving internal efficiencies bring an MFI closer to a 
positive cost-benefit ratio” (Margarete Biallas, Leila Search, Scott Stefanski, Vanessa Vizcarra, 
Minakshi Ramji) MFIs can harness mobile to create greater access through agent channels, both 
proprietary and outsourced networks. In the case where an MFI has sought to attract greater 
client engagement by offering remittances and bill payments, as they constitute only 10% of 
overall transactions thus result as loss to the MFI. 
The growth of mobile financing in recent years has opened a new dimension of formal 
financial services. “With over 160 live mobile financial services deployments totalling some 80 
million registered customers across 72 countries, the recent growth of the global mobile money 
industry has generated both interest and bewilderment in the world of microfinance” (Mithe, 
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2015). According to Mithe Pakistan’s formal-finance-market is extremely undeveloped serving 
only 8% of the population and there is a huge market for initiatives like Easy Paisa of Tamer 
Bank to thrive upon. According to the Pakistan Economic and Social Review from 25 to 30 
million borrowers, MFBs serve 24 million borrowers. A large chunk of Financial Institutions is 
dependent on ‘informal international remittances’ channelling into the formal banking sector. 
SBP has restricted branchless banking to established banks; therefore, banking license endorsed 
a pre-requisite to having a branchless banking license 
Management & Performance 
MFI performance is dependent on macroeconomics predicators especially in developing 
countries. The empirical data observed Rivalrous relations between other developmental 
projects and microfinancing growth. “More manufacturing and higher workforce participation 
are associated with slower growth in MFI outreach. Overall, the country context appears to be 
an important determinant of MFI performance; MFI performance should be handicapped for 
the environment in which it was achieved” (Christian Ahlin, Jocelyn Lin, Michael Maio, 2011). 
Growth has positive correlation with cost coverage and self-sufficiency. GDP growth leads to 
better performance of MFB due to decrease in default rates and systematic risk (Christian Ahlin, 
Jocelyn Lin, Michael Maio, 2011).  
Team performance can be significantly increased by introducing a charismatic and 
efficiency focused leader. Leadership effectiveness and team performance have bilateral 
relation. Charismatic leadership and effective leadership complement each other. (Abdul Khaliq 
Alvi, Rana Nauman Arshad, Samyia Syed, 2016) 
 Level of subsidy dependence of MFI and its impact on performance and outreach were 
examined in this paper. The regression base is Outreach Index (OI), Subsidy Dependence Index 
(SDI), and Financial Self-Sufficiency (FSS). All MFIs showed a different trend on subsidies 
dependence, though the common trend was more reliance on subsidies (Muashir Mukhtar, Hina 
Almas). FSS Results show that “Kashf bank”, “Khushali bank”, “BRAC bank”, “NRSP” and 
“Pak Oman Micro Finance Bank” are more financially self-sufficient with passage of time but 
“Akhuwat Bank”, “First Microfinance Bank Limited”, and “Kashf foundation”, show-
decreasing trend. Foreign direct investment observed unidirectional causality from financial 
sector to economic growth. Although the savings and investment dominate financial sector, 
credit provisioning, financial sector reforms and strategies but most of the economies are 
financial resource deficient (Muashir Mukhtar, Hina Almas). 
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Most micro insurance policies are in conjunction with microcredit and generally revolve 
around life, health and asset securitization (Theresa Thompson Chaudhry, Fazilda Nabeel, 
2013). RSVPs are the largest provider of micro insurance followed by microfinance banks. 
Loan Performance 
Main debacle in Microfinance industry is non-performance of loans (Amal Aslam, 
Neelam Azmat, 2012). Search for alternative collateral options is secondary to more pressing 
issues concerning loan recovery. The roots of the issue lie in client screening, selection and 
monitoring processes. The character and quality of staff is key to the screening, selection and 
monitoring of borrowers hence internal corruption and collusion play the pivotal role. MFBs 
have access to banking courts, non-bank MFPs do not. They only have access to civil courts 
making it harder for them to retrieve nonperforming loans. This resulted in delinquency crisis 
of 2008, and now MFP’s are focusing on risk management (Amal Aslam, Neelam Azmat, 2012). 
Peer pressure and sequential lending both motivate the borrowers to pay back as per the 
schedule hence extremely lower the default rates. Secondly, the poor save as well hence 
providing them traditional banking service with lower cash amounts seems profitable. The paper 
suggests developing microfinancing as a macro-industry. (Rizwana Bashir, MI Qureshi, 2010)  
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3. METHODOLOGY & THEORETICAL FRAMEWORK 
The paper uses quantitative analysis for its variables. For dependent variable the 
percentage change in growth rate from the previous year is used. For the quantification of 
dependent variable mean square OLS regression is used of responses pertaining to the variable 
in the questionnaire is used. 
3.1 Methodology 
3.1.1 Framework of Analysis 
Research is based on quantitative analysis Microfinance Growth Rate in Pakistan. To 
evaluate growth rate it is essential to analyse outreach that has been used as a proxy for growth 
in majority of the literature. Qualitative study is divided into two parts analysis of variables 
determining changes in growth rate and the second part focuses on proximity of increase in 
outreach and growth rate. 
3.1.2 Research Approach 
There are four levels at which Microfinance Growth Rate can be measured and analysed. 
These are as following: National Level, Provincial Level, Regional Level, City/District Level 
and Individual Firm Level. The objective of this study is evaluating growth rate at national level 
which can be compared with other countries to gauge the performance of the sector in Pakistan. 
Since the rest of the measuring levels limit comparison within the boundaries of Pakistan, hence 
will not be fruitful in examining where we lack as compared to the rest of the world. 
3.1.3 Theoretical Justification 
The reason I choose OLS regression model is that it provides the most reasonable 
projection of the population using the small size of sample. Secondly it also indicates the 
magnitude and direction of correlation between the dependent and independent variable. Thirdly 
OLS regression can be done on both the primary variables and secondary variable making it 
easier to converge the co-variances of all the variables into one equation in order to estimate as 
close as possible to reality how each variable is impacting growth rate of microfinance sector 
in Pakistan. 
3.2 Variables 
3.2.1 Dependent Variable: 
 Pakistan Microfinance Sector Growth Rate, it is measured as the percentage increase in 
outreach of the firms. Where outreach means active number of borrowers in the sector. 
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3.2.2 Independent Variables: 
 The independent variable can be grouped into two categories external variables 
(variables outside the control of the firm) and Internal Variables (variables within the control of 
the firm). I have chosen the twelve most prominent variables for my evaluation. These are as 
following: 
1. Consumer Behaviour/ Customer Characteristics  
Consumer behaviour for the paper means the attitude of consumer in taking the loan from MFI. 
It is quantified by measuring customer behaviour on grounds of Client probability of 
purchasing the service again, cohesion of clients’ literacy level and literacy level required to 
clear the financing procedures, norms and beliefs and the customer broadly. 
2. Credit Risk Control/ Management 
Credit risk control means the ability of the firm to retrieve loan after its due date exceeds 30 
days. It is measured on the bases of Portfolio at Risk at 30 Days (PAR), Lending Methodology, 
MFI corporate group/ peer group, and loan per staff. 
3. Economies of Scale 
Economies of scale for this paper means ability of the firm to reap profits because of its 
operating size and support from parent company/group. It is measured from primary data by 
quantification of its determents which are Size of MFI, Parent group, Lending Methodology 
used by the firm (peer lending, branchless network, local partnership etc.), Asset Utilization.  
4. Efficiency 
Efficiency is measured as the success of the firm in maximizing profits, and is measured 
through quantification of Total Revenue, Gross Financial Margin, Net Financial Margin, and 
Net Income before Tax. 
5. External Environment  
The External environment refers to the economic and regulatory environment of the sector. It 
is measured through the following determinants, competition level, legislation, population, 
industrial/market risk, political unrest. 
6. Financial Performance  
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Financial performance for the paper means performance of MFI’s core operations. It is 
measured through efficiency, productivity, profitability and quality of their Portfolios and 
Financial Structure of the firm. 
7. Financial Self-sufficiency  
Financial self-sufficiency means the ability of the firm to cover all its expenses through income 
rather than relying on donors. It is measured of the basis of Financial Self Sufficiency (FSS) 
and Operational Self Sufficiency (OSS) of the firm as per their financial statements. 
8. Internal Environment 
Internal Environment means the type of firm structure and operating process of a MFI and its 
impact on the institutes’ growth rate. Its determinants are Access to capital, access to funding, 
affiliation with foreign MFI or bank, ability to cover costs, fraud ratio, Product Customization, 
Technological advancement, loan collection method, profitability, Multiple Lending, 
Operational cost, product/service diversification, Sensitivity to Interest rates, Theft by Staff 
and Transparency in Pricing. 
9. Loan Performance 
Loan performance means the volume of loans repaid as compared to total loans given out. It is 
measured on the bases of Active Borrowers, Average Loan Balance per Active Borrower /Per 
Capita Income, Average Loan Balance per Active Borrower, Average Outstanding Loan 
Balance, Depositors, Deposits Outstanding Weighted Avg., Gross Loan Portfolio, and Number 
of Deposit Accounts. 
10. Management & Performance  
Management and performance means Strength and performance of MFI’s employees and 
management. It is measured through theft by Staff, management efficiency, loans per staff. 
11. Productivity 
Productivity is measured on the bases of these determinants Borrowers per Staff Member 
(BPSM), Cost per Borrower (CPB), Financial Revenue to Assets (FRA), Firm’s operational 
efficiency, Lending Methodology, Operating Expenses to Assets (OEA), peer group and Size 
of MFI. 
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3.3 Research Design 
3.3.1 Statement of Research Hypothesis 
Hypothesis 1: Consumer Behaviour/ Characteristics 
 H0: Market growth rate and consumer behaviour are not related 
 H1: Consumer behaviour directly affects growth rate of the market 
Hypothesis 2: Credit risk control 
 H0: Credit risk control is not directly correlated with growth 
 H1: Credit risk control is directly correlated with growth 
Hypothesis 3: Economies of Scale 
 H0: Firm Economies of Scale is not correlated with sector’s growth 
 H1: Firm Economies of Scale is directly correlated with sector’s growth 
Hypothesis 4: Efficiency/Profitability 
 H0: Firm efficiency does not lead to growth 
 H1: Higher firm efficiency leads to sector growth 
Hypothesis 5: External Environment 
 H0: External Environment (market conditions) are not proportional with growth rate 
 H1: External Environment (market conditions) are directly proportional to growth rate 
Hypothesis 6: Financial Performance 
 H0: Firm’s financial performance does not lead to growth 
 H1: Higher financial performance leads to sector growth 
Hypothesis 7: Financial Self-sufficiency 
H0: Financial self-sufficiency does not affect growth 
H1: A financial self-sufficient firm promotes sector’s growth 
Hypothesis 8: Internal Environment 
 H0: Firm’s internal environment does not affect growth 
 H1: A strong internal environment of the firm indirectly leads to sector growth 
Hypothesis 9: Loan Performance 
 H0: Firm’s loan performance rate does not affect the growth rate of the market 
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 H1: A higher loan performance rate encourages increase in market growth rate 
Hypothesis 10: Management & Performance 
 H0: Firm’s management & employee performance does not affect the growth rate of the 
market 
 H1: A higher management & employee performance encourages increase in market 
growth rate 
Hypothesis 11: Productivity 
 H0: Firm productivity does not lead to growth of the sector 
 H1: A productive firm leads to growth of the sector 
3.3.2 Theoretical Framework 
Growth rate = 0 + 1CB +2CR + + 3ES + 4E + 5EE + 6FP + 7FS + 8IE + 9LP + 
10MP + 11P 
1. Consumer Behaviour/ Customer Characteristics : CB  >0 
2. Credit risk Control: CR  >0 
3. Economies of Scale: ES  < 0 
4. Efficiency & Profitability: EP  >0 
5. External Environment: EE  < 0 
6. Financial Performance: FP  < 0 
7. Financial Self-sufficiency: FS  < 0 
8. Internal Environment: IE  >0 
9. Loan Performance: LP  < 0 
10. Management & Performance: MP  >0 
11. Productivity: PR  >0 
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Theoretical Framework: 
See appendix 1 for detail 
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3.4 Data Collection & Related Procedures 
3.4.1 Data Type & Research procedures 
Quantitative data is used and is collected from both primary and secondary sources for analysis 
of trend in past 10 years. 
3.4.2 Sources of Data 
Variable Source of Data 
1. Consumer Behaviour/ Customer Characteristics Questionnaire 
2. Credit risk Control Questionnaire 
3. Economies of Scale Questionnaire 
4. Efficiency Annual Report of SBP 
5. External Environment Questionnaire 
6. Financial Performance Annual Report of SBP 
7. Financial Self-sufficiency Annual Report of SBP 
8. Internal Environment Questionnaire 
9. Loan Performance Annual Report of SBP 
10. Management & Performance Questionnaire 
11. Productivity Annual Report of SBP 
3.5 Research Method 
Published articles are used as a base along with survey from employees of microfinance 
providers in Pakistan and its customers. The primary data is collected online through “google 
forms” for primary data. Secondary Data is collected from: 
1. State Bank of Pakistan’s Published Reports (SBP) 
2. Institute for Inclusive Finance and Development (InM) 
3. Pakistan Microfinance Network (PMN) 
3.5.1 Population and Study Sample 
Population: Customers and Employees of Microfinance Institutes operating in Pakistan 
Sample Size and Selection of Sample: Random selection of 50 respondents. 
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Respondents’ Demographic Profile 
Respondents’ Demographic Profile Frequency 
Qualification (N=50) 
Bachelors 24 
Chartered professional 2 
Masters 24 
Position (N=50) 
Analyst/researcher 5 
Employee 15 
Student 11 
Top Management 19 
Institution (N=50) 
MFB 13 
MF-NGO 8 
MF-SP 7 
Other 22 
City (N=50) 
Abu Dhabi 1 
Hyderabad 2 
Islamabad 3 
Karachi 4 
Khushab Punjab Pakistan 1 
Lahore 33 
Layyah 1 
Mithi 1 
Narowal 1 
Peshawar 1 
Rawalpindi 2 
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4. ESTIMATION, ANALYSIS AND CONCLUSION 
The chapter analyses result of Mean Square OLS Regression Model on individual variables, 
interprets the results and discusses the limitation regarding the study. It identifies the variable 
which are significant and which are not according to regression outcome. Lastly, Policy 
guidelines and recommendations are also explored in the chapter. For detail of regression 
calculation see appendix 4. 
4.1 Estimated Results 
Cronbach Alpha 
Variable Symbol 
Average inter item 
covariance 
Scale reliability 
coefficient 
Number of items in 
the scale 
CB .3010175 0.8708 11 
EE .1795136 0.7761 15 
ES .3428571 0.6221 2 
IE .2809662 0.7236 9 
MP .1993825 0.6726 5 
The Cronbach alpha results show that the results of the primary data are reliable as the 
average reliability score is of 0.7. The individual responses to the questions are internally 
consistent as indicated by the alpha value and average inter-item covariance. 
Primary Data Regression Results 
DV Coef. Std. Err. t P>t [95% Conf. Interval] 
CB 0.0881716 0.265374 0.34 0.739 -0.4412856    0.6176288 
EE -1.011138 0.5079887 -1.99 0.053 -2.035595      0.0133189 
ES -0.1759208 0.1903684 -0.92 0.361 -0.5598353    0.2079938 
IE 0.3320848 0.2983376 1.11 0.272 -0.2695703        0.93374 
MP 0.1568818 0.2653767 0.59 0.558 -0.3783013    0.6920648 
_cons 25.01318 6.522683 3.83 0 11.85894         38.16742 
Growth Rate = 0.088CB + CR - 0.176ES - 1.011EE + FP + FS + 0.332IE + LP + 
0.1569MP + P +  PR 
Secondary Data Regression Results 
DV Coef. Std. Err. t P>t [95% Conf. Interval] 
CR 0.0408196 .0727013 0.56 0.614 -.1905482    .2721874 
FP -.5746477 .8147661 -0.71 0.531 -3.167597    2.018302 
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FS -.1263615 .7899106 -0.16   0.883 -2.64021    2.387487 
LP -.000404 .0000254 -0.28 0.800 -.000088    .0000739 
EP 0.0003107 .0012399 0.25 0.818 -.0036353    .0042566 
PR 2.591144 1.194612 2.17 0.119 -1.210644    6.392932 
_cons 0.0883767 .452026 0.20 0.857 -1.350172    1.526925 
Growth Rate = CB + 0.04CR + ES + EE – 0.574FP – 0.126FS + IE – 0.0004LP + 
MP – 0.0003P + 2.59PR 
4.2 Findings and Analysis of Findings 
Primary research was only done for variables whose reliable secondary data was not available 
due to research constraints. 
4.2.1 Consumer Behaviour/ Characteristics (CB) 
 H0: Market growth rate and consumer behaviour are not related 
 H1: Consumer behaviour directly affects growth rate of the market 
Source SS Df MS Number of obs = 48 
F (10, 37) =              3.20 
Prob > F =            0.0047 
R-squared =         0.4641 
Adj R-squared =  0.3192 
Root MSE =         .58857 
Model 11.0991639 10 1.10991639 
Residual 12.8175028 37 .346418994 
Total 23.9166667 47 .508865248 
The alpha for consumer behaviour is around 0.87 meaning the results of the 
questionnaire is very good hence reliable however the P-value came out to be 0.739 which could 
be because of small sample size or contradicting questions. As separate answers to the questions 
are in line with the theory. According to the anova analysis the probability of F is 0.0047 and 
R-squared of 0.3192 which is less than 1% thus the null hypothesis is rejected. The H1 is 
accepted with covariance of 0.3010175 with the dependent variable.  
4.2.2 Credit risk control (CR) 
 H0: Credit risk control is not directly correlated with growth 
 H1: Credit risk control is directly correlated with growth 
Source SS Df MS Number of obs =         10 
F(9, 0) =                        - 
Prob > F =                     - 
R-squared  =          1.000 
Adj R-squared =            - 
Root MSE =                  - 
Model 1.4527e+12 9 1.6142e+11 
Residual 0 0 0 
Total 1.4527e+12 9 1.6142e+11 
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According to the anova analysis the probability of F is nil and R-squared is 1 thus H1 is accepted 
with covariance of 0.0408196 based on the annual ten-year data of the sector. 
4.2.3 Economies of Scale (ES) 
 H0: Firm Economies of Scale is not correlated with sector’s growth 
 H1: Firm Economies of Scale is directly correlated with sector’s growth 
Source SS Df MS Number of obs =        48 
F(14, 33) =              2.47 
Prob > F =             .0163 
R-squared =          .5117 
Adj R-squared =   .3045 
Root MSE =        .92575 
Model 29.6349935 14 2.11678525 
Residual 28.2816731 33 .857020398 
Total 57.9166667 47 1.2322695 
The alpha for economies of scale is around 0.6 meaning the results of the questionnaire is 
acceptable however the P-value came out to be 0.361 which could be because of small sample 
size or contradicting questions. According to the anova analysis the probability of F is 1.6% and 
R-squared is 0.5177 thus null hypothesis is rejected at 95% confidence interval. As separate 
answers to the questions are in line with the theory. Hence H1 is accepted with covariance of 
0.3428571 with the dependent variable. 
4.2.4 Efficiency/Profitability (EP) 
 H0: Firm efficiency does not lead to growth. 
 H1: Higher firm efficiency leads to growth. 
Source SS Df MS Number of obs =         10 
F(9, 0) =                         - 
Prob > F =                     - 
R-squared  =          1.000 
Adj R-squared =            - 
Root MSE =                  - 
Model 2.5294e+14 9 2.8105e+13 
Residual 0 0 0 
Total 2.5294e+14 9 2.8105e+13 
According to the anova analysis the probability of F is nil and R-squared is 1 thus H1 is accepted 
with covariance of 2.591144 based on the available annual ten-year data. 
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4.2.5 External Environment (EE) 
 H0: External Environment (market conditions) are not proportional with growth rate. 
 H1: External Environment (market conditions) are directly proportional to growth rate. 
Source SS Df MS Number of obs =         48 
F(14, 33) =               2.47 
Prob > F =            0.0163 
R-squared  =        0.5117 
Adj R-squared =  0.3045 
Root MSE =        .92575 
Model 29.6349935 14 2.11678525 
Residual 28.2816731 33 .857020398 
Total 57.9166667 47 1.2322695 
The alpha for external environment is around 0.78 meaning the results of the questionnaire is 
good hence reliable. Hence H1 is accepted with R-squared of 0.5117 and covariance of 
0.1795136 with the dependent variable at 90% confidence interval with p-value of 0.058 and 
Probability of F 0.0163. 
4.2.6 Financial Performance (FP) 
 H0: Firm’s financial performance does not lead to growth 
 H1: Higher financial performance leads to sector growth 
According to the anova analysis the probability of F is 7% and R-squared is 0.9787 thus H1 is 
accepted at 90% confidence interval with covariance of -.5746477 based on the annual ten-year 
data of the sector. The negative sign highlights the fact that the sectors growth is because of 
NGO’s working in the sector and not because on MFI’s which was highlighted in the literature 
too. 
4.2.7 Financial Self-sufficiency (FS) 
H0: Financial self-sufficiency does not affect growth 
H1: A financial self-sufficient firm promotes sector’s growth 
Source SS Df MS Number of obs =         10 
F(1, 8) =       131.07 
Prob > F =              0.000 
R-squared  =        0.9425 
Adj R-squared =  0.9353 
Root MSE =         .03837 
Model .192938129 1 .192938129 
Residual .011775874 8 .001471984 
Total .204714003 9 .022746 
Source SS Df MS Number of obs = 10 
F(7, 2) =                 13.15 
Prob > F =            0.0725 
R-squared =          0.9787 
Adj R-squared =   0.9043 
Root MSE =         .01005 
Model .009293727 7 .001327675 
Residual .000201871 2 .000100936 
Total .009495598 9 .001055066 
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According to the anova analysis the probability of F is nil and R-squared is 0,9425 thus H1 is 
accepted with covariance of -.1263615 based on the annual ten-year data of the sector. The 
negative sign is because of lack of funds in the sector which are creating a trade-off between 
attaining self-sufficiency and increasing client base (on which growth rate is calculated). 
4.2.8 Internal Environment (IE) 
 H0: Firm’s internal environment does not affect growth. 
 H1: A strong internal environment of the firm indirectly leads to sector’s growth. 
Source SS Df MS Number of obs =         49 
F(8, 40) =                 2.47 
Prob > F =            0.5637 
R-squared  =        0.1456 
Adj R-squared = -0.0253 
Root MSE =         1.0377 
Model 7.33935432 8 .91741929 
Residual 43.0688089 40 1.07672022 
Total 50.4081633 48 1.05017007    
The alpha for internal environment (i.e.) is around 0.72 meaning the results of the questionnaire 
is good hence reliable however the p-value came out to be 0.272 which could be because of 
small sample size or contradicting questions. According to ANOVA analysis the probability of 
F is 56.37% with R-squared of 0.1456. Hence H0 is accepted with a covariance of 0.2809662 to 
the dependent variable. 
4.2.9 Loan Performance (LP) 
 H0: Firm’s loan performance rate does not affect the growth rate of the market 
 H1: A higher loan performance rate encourages increase in market growth rate 
Source SS Df MS Number of obs =         10 
F(9, 0) =                        - 
Prob > F =                     - 
R-squared  =          1.000 
Adj R-squared =           - 
Root MSE =                  - 
Model 9.2157e+12 9 1.0240e+12 
Residual 0 0 0 
Total 9.2157e+12 9 1.0240e+12 
 
According to ANOVA analysis the probability of F is nil and R-square is 1 hence H1 is accepted 
with a covariance of -0.0004 based on secondary data. 
4.2.10 Management & Performance (MP) 
 H0: Firm’s management & employee performance does not affect the growth rate  
 H1: A higher management & employee performance encourages increase in growth rate 
Source SS Df MS Number of obs = 49 
F(4, 44) = 9.20 Model 17.3523062 4 4.33807655 
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Residual 20.6476938 44 .469265768 Prob > F = 0.0000 
R-squared  = 0.4566 
Adj R-squared = 0.4072 
Root MSE = .68503 
Total 38 48 .791666667 
The alpha for management & performance (mp) is around 0.67 meaning the results of the 
questionnaire is acceptable however the p-value came out to be 0.558 based on the 50 
observations which could be because of a sampling error. According to ANOVA analysis the 
probability of F is nil and R-square 0.4566. Hence H1 is accepted with a covariance of 
0.1993825 to the dependent variable. 
4.2.11 Productivity (PR) 
 H0: Firm productivity does not leads to growth of the sector 
 H1: A productive firm leads to growth of the sector 
Source SS Df MS Number of obs =         10 
F(9, 0) =                        - 
Prob > F =                     - 
R-squared  =          1.000 
Adj R-squared =           - 
Root MSE =                 - 
Model 1.5067e+15 9 1.6741e+14 
Residual 0 0 0 
Total 1.5067e+15 9 1.6741e+14 
According to ANOVA analysis the probability of F is nil and R-square is 1 hence H1 is accepted 
with a covariance of 0.0003107 based on secondary data. 
4.3 Results 
1. The foremost constraint to microfinance sector in Pakistan is natural disasters. Since 
they lead to large amounts of write-offs 
2. High interest rate & high transaction cost 
3. Barriers for conventional banking 
4. Inadequate investment in Agricultural and Rural development 
5. Low level of technical understanding of banking and finance 
6. No innovative Mix of products by microfinance institution 
7. Credit decisions for borrowers who have neither collateral nor a salary cannot be based 
on automated scoring  
8. Competition is increasing with entrance of international players like FINCA 
9. The institutions fail to raise adequate funds because of: 
I. Inappropriate donor subsidies. 
II. Poor regulation and supervision of deposit-taking MFIs 
III. Few MFIs that meet the needs for savings, remittances or insurance  
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IV. Limited management capacity in MFIs 
V. Institutional inefficiencies 
VI. Need for more dissemination and adoption of rural, agricultural microfinance 
methodology. 
4.4 Synopsis 
The foremost constraint to microfinance sector in Pakistan is natural disasters. Since they lead 
to large amounts of write-offs 
Figure 5: Losses due to Natural Disasters 
 
(Syed Mohsin Ahmed, Ali Basharat, 2015) 
The diversity of sources of fund and difference in risk evolution of clients has also hampered 
MFPs to devise a standard evolution tool that can be used by all market players. Though such a 
tool or method can increase the market pace at a great rate and also aid the customers and 
evaluators in understanding the market 
The Sources of Funds in MFIs are: 
1. Shareholders' Equity 
 PAKISTAN MICROFINANCE SECTOR GROWTH RATE 36 
2. Venture Capital 
3. Grants & Donation 
4. Bank Loan 
5. Crowd Funding 
6. Private Equity Investment 
7. Peer to Peer (P2P) Lending 
8. fund injection by parent 
The Sources of Funds in IMFIs are: 
1. Sukuk- (Social Sukuk) 
2. Venture Capital: 
3. Institutionalized Zakat System 
4. Charity Fund in Islamic Bank & Financial Institutions 
5. Institutional Penalty Fund 
6. Crowd Funding Platform 
7. Mudaraba & Musharaka Model 
8. Waqf Model 
4.4 Conclusion 
The results of the primary research affirm the hypothesis statements made in the thesis and are 
in accordance with literature review showing that the results are reliable. The mean alpha of the 
variables is 0.8 indicating it to be a very good result. The p-values of the research did not 
indicate reliability of the data which could be because the number of observations as there is 
acceptable standard deviation among the results and is in line with the literature.  
During the survey the following conditions of the sector were observed based on personal 
exposure to the sector while getting the questionnaire filled and based on indications from 
literature. 
1. The foremost constraint to microfinance sector in Pakistan is natural disasters. Since 
they lead to large amounts of write-offs as microfinancing is mainly concentrated in 
villages which are prone to earthquakes in the north and floods in the plain area.  
2. Barriers to entry for conventional banks because of rules and regulations like Basel 
accords make the sector unprofitable for large commercial banks. 
3. Competition in the sector is increasing with entrance of international players like 
FINCA 
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4. Credit worthiness for customers with no collateral nor a salary cannot be based on 
automated scoring  
5. 2009 recession of the industry slowed the growth rate and suddenly increased the default 
rate 
6. smaller loans. cost of doing business and managing these loans is generally high. Hence 
they have to charge a rate which is slightly higher than commercial banks. Thus many 
customers try to obtain loan from commercial banks rather than MFIs 
7. Customer Base is mainly Illiterate population and majority hasn’t used a formal banking 
service in past 
8. Customers avoid the sector as high interest rate & high transaction costs are involved 
in formal microfinancing along with compulsory referral of peer group. Making the 
customer turn towards gathering portions of loan amount from peers informally. 
9. Inadequate investment in Agricultural and Rural development by government 
negatively impacts the sector indirectly. 
10. Low level of technical understanding of banking and finance by the customers shy 
them away from formal microfinancing. 
11. No innovative Mix of products by microfinance institution 
12. The institutions fail to raise adequate funds because of: 
I. Few number of MFIs that meet the needs for savings, remittances or insurance  
II. Inappropriate donor subsidies. 
III. Institutional inefficiencies 
IV. Limited management capacity in MFIs 
V. Poor regulation and supervision of deposit-taking MFIs 
VI. Need for more dissemination and adoption of rural, agricultural microfinance 
methodology. 
Due to the factors (variables of the thesis) analysed these challenges are faced by Local 
Microfinance Institutes operating in Pakistan: 
1. Barriers to entry for conventional banking institutes to enter since this sector is riskier to 
mainstream banking sector hence make it unprofitable for commercial bank, considering 
the strict regulations imposed on them especially regarding risky activities/operations. 
2. Competition is increasing with entrance of international players like FINCA who are apt 
with the rules of the game and have the necessary tools/leverages to sustain the hardships 
of the sector 
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3. Credit decisions for borrowers without collateral or salary cannot be based on automated 
scoring cards used by commonly commercial banks thus is more complex for microfinance 
institutes to measure credit worthiness of its clients. 
4. Few MFIs are able to meet the needs for remittances, deposits/savings or insurance of its 
clients 
5. High interest rate & high transaction cost in provision of microfinance services. 
6. Inadequate investment in Agricultural and Rural development 
7. Inappropriate donor subsidies since majority of donations come from local NGO’s like 
Kashf foundation that don’t have personnel with microfinance specialization. 
8. Institutional inefficiencies are present as majority of MFI are still naïve and need time to 
build solid grounding in the sector to give services at par with conventional financial 
institutes. 
9. Low level of technical understanding of banking and finance sector among majority of the 
groups involved. 
10. MFIs have limited management capacity. 
11. Need for more dissemination and adoption of rural, agricultural microfinance methodology 
rather than just importing the foreign microfinance model which is developed primarily for 
African region. 
12. No innovative Mix of products by microfinance institutions in Pakistan. 
13. Poor supervision and regulation of MFIs as the government/ regulatory body don’t fully 
understand the dynamics of the sector. 
Issues Faced by the Industry as a whole: 
1. Multiple Lending 
2. Lack of Customer Orientation 
3. Lack of Product Customization 
4. Lack of Proper Technology 
5. Sensitivity to Interest rates 
6. Over Regulation & Under Regulation 
7. Lack of Cooperate Governance 
8. Transparency in Pricing 
9. Access to Capital 
10. Improper Usage of Loans by customers 
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Figure 6: Issues/challenges 
4.5 Policy Guidelines and Policy Recommendations 
Since Customer Base consists of mainly Illiterate population, majority has not used a 
formal banking service in past and most of them view MFI to be unislamic. State Bank reports, 
actual borrowers are 2.8 million whereas potential microfinance borrowers are around 28 
million in Pakistan. 
A completely well knitted network with doorstep service is required, which is only 
possible when the commercial banks involve in microfinance services. And educating the 
customer base regarding the service is required especially regarding the belief among people 
that it is unislamic and will eat away barkat from our business. 
These Critical Skills for the Managers in Microfinance Institutions should be focused: 
1. Business Planning for Microfinance Institutions 
2. Delinquency Management in Group Lending 
3. Execution Capabilities 
4. Financial Analysis and Accounting for Microfinance Institutions 
5. Financing Portfolio Management 
6. Information Systems & Technology for a vibrant MF sector 
7. Micro Enterprise Development and Rural Marketing 
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8. Operational Risk Management for Microfinance Institutions 
9. Product Development to meet the diverse needs of clientele in Microfinance 
10. Social Appraisal Techniques 
New frontiers in Microfinance: 
1. Innovation, Adaptability and Agility 
2. Need for Commercialization 
3. The Enabling Digital Finance 
Turnaround Management, Transformation, Corporatization needs structured approach 
 
4.6 Limitations of the Study 
The most crucial problem to the study was the availability of complete and reliable data. 
Since the industry is relatively new Data Bank Resources did not give a sufficient volume of 
data on the sector thus for many variables for information gathering questionnaire and primary 
research was relied upon. The secondary data that was available was of only 10 years and that 
to annual. 
Due to small sample size some of the regression results are below par due to data 
unavailability and to some extent could be because of sampling error. Reliability and the validity 
of the results is a significant concern. Reliability means that the empirical results are accurate 
and were aimed to be achieved in this paper to the maximum extent, but still there is probability 
for measurement error and selection bias. Validity of the results has been affected by problem 
of generalization which occurred because of data unavailability and missing data.  
The foremost limitation that was faced was generation of cohesion between variables 
measured through secondary data and variables measured through primary data. 
 
 
  
 PAKISTAN MICROFINANCE SECTOR GROWTH RATE 41 
REFERENCES 
Aban Haq, Syed Mohsin Ahmed. (2010). Significance of Small Deposits for Microfinance 
Providers. Pakistan Microfinance Network. 
Aban Haq, Zahra Khalid. (2011). Assessing Risks to Microfinance in Pakistan – Findings from 
a Risk Assessment Survey. Pakistan Microfinance Network. 
Abdul Khaliq Alvi, Rana Nauman Arshad, Samyia Syed. (2016). Relationship of Charismatic 
Leadership, Leadership Effectiveness and Team Performance in Employees of a 
Microfinanace Bank of Lahore. Sci.Int.(Lahore), 28(5), 65-72. 
Ali Basharat, Miqdad Haider, Saba Abbas. (2017). Pakistan Microfinance Review 2016: Annual 
Assesment of the Industry. Pakistan Microfinance Network. 
Ali Basharat, Ammar Arshad, Raza Khan. (2014). Efficiency, Productivity, Risk and 
Profitability of Microfinance Industry in Pakistan: A Statistical Analysis. Pakistan 
Microfinance Network. Retrieved from http://www.microfinanceconnect.info 
Ali, M. R. (2012). Factors influencing borrower’s behavior and decision making patterns in the 
success of a microfinance model—A case study on the remote areas of Karachi, 
Pakistan. Cambridge Business & Economics Conference. University of Cambridge. 
Amal Aslam, Neelam Azmat. (2012). A study of collateral options for Microfinace loans in 
Pakistan. The Pakistan Microfinance Network. 
(2016). Annual Report 2015-16 (State of the Economy). State Bank of Pakistan. 
Bugvi, Sahibzada Ahmad Muneeb. (2014). Can Commercial Banks do Microfinance in 
Pakistan? Framework and Lessons. International Journal of Economics, Commerce and 
Management, 2(3). Retrieved from http://ijecm.co.uk/ 
Christian Ahlin, Jocelyn Lin, Michael Maio. (2011). Where does microfinance flourish? 
Microfinance institution performance in macroeconomic context. Journal of 
Development Economics, 95, 105–120. 
Clark, G. (2011). The Importance of Cultural Relevance to the Success of Microfinance. 
Akhuwat Exploring New Horizons in Microfinance CONFERENCE PROCEEDINGS, 
(pp. 65-72). 
 PAKISTAN MICROFINANCE SECTOR GROWTH RATE 42 
Cornelis Hermes, Bernardus Lensink, Aljar Meesters. (2008). Outreach and Efficiency of 
Microfinance Institutions. University of Groningen, SOM research school. Groningen: 
SOM Research Reports. 
David Kruijiff, Stephan Hartenstein. (2014). Microfinance and the global financial crisis: A 
call for Basel. World Bank Group. Washington, D.C.: International Finance 
Corporation. 
Dr. Muhammad Farooq, Zahoor Khan. (2014). The Social and Financial Performance of 
Conventional and Islamic Microfinance Institutions in Pakistan. Al-Idah, 16-34. 
Evelyn Richard, Marcellina Chijoriga, Erasmus Kaijage, Christer Peterson, Hakan Bohman. 
(2008). Credit risk management system of a commercial bank in Tanzania. International 
Journal of Emerging Markets, 3(3), 323-332. doi:10.1108/17468800810883729 
Greg Chen, Stephen Rasmussen, Xavier Reille. (2010). Growth and Vulnerabilities in 
Microfinance. CGAP. 
Hassan, M. U. (2008). Microfinance in Small and Medium-Sized Enterprises (SMEs) in 
Pakistan: Practices and Problems in the Prevailing System and Prospects for Islamic 
Finance. Kyoto Bulletin of Islamic Area Studies, 2(1), 231-237. doi:10.14989/71143 
Hazrat Hassan, Khalil Jebran. (2016). Challenges and Opportunities to Microfinance 
Institutions in Khyber Pakhtunkhwa Province, Pakistan. Journal of Economics and 
Sustainable Development, 7(17), 19-23. Retrieved from 
www.researchgate.net/publication/309358842 
Heather Montgomery, John Weiss. (2011, January). Can Commercially-oriented Microfinance 
Help Meet the Millennium Development Goals? Evidence from Pakistan. World 
Development, 39(1), 87-109. doi:10.1016/j.worlddev.2010.09.001 
Hina, H. (2013). Commercialisation of Microfinance in Pakistan. University of Leicester, 
School of Management . University of Leicester. 
Khan, M. M. (2015). Credit Constraints for Microfinance Sector in Pakistan, an Analysis of 
Internal and External Factors. International Letters of Social and Humanistic Sciences, 
164-173. doi:10.18052 
 PAKISTAN MICROFINANCE SECTOR GROWTH RATE 43 
Khavul, S. (2010, August). Microfinance: Creating Opportunities for the Poor? Academy of 
Management Perspectives, 58-72. Retrieved from 
http://www.jstor.org/stable/29764974 
Mahmood, S. (2011). Microfinance and women entrepreneurs in Pakistan. International 
Journal of Gender and Entrepreneurship, 3(3), 265-274. 
doi:10.1108/17566261111169340 
Margarete Biallas, Leila Search, Scott Stefanski, Vanessa Vizcarra, Minakshi Ramji. (n.d.). 
How can Microfinance Institutions Effectively Implement Mobile Financial Services? 
World Bank, International Finance Corporation. International Finance Corporation. 
Retrieved from www.ifc.org 
(2017). MicroWatch A Quarterly Update on Microfinance Outreach in Pakistan Q2FY17. 
MicroWatch. 
Mithe, A. (2015). Mobile Financial Services for Microfinance Institutions: Case Study of 
Easypaisa and Tameer in Pakistan. World Bank Group, International Finance 
Corporation. WashingtonDC: International Finance Corporation. 
Mohammad, S. D. (2010). Microfinance Challenges and Opportunities in Pakistan. European 
Journal of Social Sciences, 14(1), 88-97. 
Muashir Mukhtar, Hina Almas. (n.d.). Measuring The Performance And Achievement Of 
Microfinance Institutions Incorporating Subsidy Dependence Index And Outreach 
Index In Pakistan’s case. 
Munir, W. (2017). Sector Update June 2017: Microfinance Sector. JCR-VIS Credit Rating 
Company Limited. 
Niels Hermes, Robert Lensink. (2011, June). Microfinance: Its Impact, Outreach, and 
Sustainability. World Development , 39(6), 875–881. 
doi:10.1016/j.worlddev.2009.10.021 
Rai Imtiaz Hussain, Zeeshan Fareed, Iffat Saleem, Shahbaz Hussain, Sohail Adnan. (2012). 
Implementation of Basel II in Microfinance Sector of Pakistan. European Journal of 
Business and Management, 4(2). 
Rizwana Bashir, MI Qureshi. (2010). Microfinance goes macro: Impact on Poverty Alleviation 
in Pakistan. Journal of Independent Studies and Research, 8(1). 
 PAKISTAN MICROFINANCE SECTOR GROWTH RATE 44 
Sana Ehsan, Nadia Asghar. (2011). Issues in the growth of Micro Finance Banks: Impact of 
Customer, Internal and External Environment. Interdisciplinary Journal of 
Contemporary Recearch in Business, 3(8), 1009-1021. 
Seyed Ibn e Ali Jaffari, Salman Saleem, Zain Ul Abideen, Muhammad Musa Kaleem, Nauman 
Malik, Muhammad Raza. (2011). An Examination of Challenges and Prospects of 
Microfinance Sector of Pakistan. European Journal of Economics, Finance and 
Administrative Sciences(31), 146-159. 
Shahnaz A Rauf, Tahir Mahmood. (2009). Growth and Performance of Microfinance in 
Pakistan. Pakistan Economic and Social Review, 47(1), 99-122. Retrieved from 
www.jstor.org/stable/25825344 
Sharafat Ali, Hamid Waqas, Muhammad Asghar, Muhammad Qaisar Mustafa, Raheel Abbas 
Kalroo. (2014). Analysis of Financial Development and Economic Growth in Pakistan. 
Journal of Basic and Applied Scientific Research, 4(5), 122-130. 
Sufi Faizan Ahmed, Qaisar Ali Malik. (2015). Credit Risk Management and Loan Performance: 
Empirical Investigation of Micro Finance Banks of Pakistan. International Journal of 
Economics and Financial Issues, 5(2), 574-579. Retrieved from http: 
www.econjournals.com 
Syed Mohsin Ahmed, Ali Basharat. (2015, september 14). Microfinance Growth Strategy 2020. 
Pakistan MicroFinance Network. 
Tatiana Nenova, Cecile Thioro Niang, Anjum Ahmad. (2009). Bringing Finance to Pakistan’s 
Poor: A Study on Access to Finance for the Underserved and Small Enterprises. 
Washington, DC: World Bank. 
Theresa Thompson Chaudhry, Fazilda Nabeel. (2013). Microinsurance in Pakistan: Progress, 
Problems, and Prospects. The Lahore Journal of Economics, 335–374. 
Zeeshan Ahmad Khan, Sehrish Butt, Ather Azim Khan. (2017). Determinants of Financial Self 
Sufficiency in Microfinance Institutions: A study of Pakistan, India and Bangladesh. 
European Online Journal of Natural and Social Sciences, 6(2), 296-301. Retrieved from 
www.european-science.com 
 
 
 PAKISTAN MICROFINANCE SECTOR GROWTH RATE 45 
TABLE OF FIGURES 
Figure 1: MicroFinance target market ........................................................................................ 1 
Figure 2: Number and Major Financial Soundness Indicators of MFBs .................................... 3 
Figure 3: Outreach 2017 Q2 (All Pakistan) ................................................................................ 6 
Figure 4: Growth of MFI ............................................................................................................ 6 
Figure 5: Losses due to Natural Disasters................................................................................. 35 
Figure 6: Issues/challenges ....................................................................................................... 39 
 
  
 PAKISTAN MICROFINANCE SECTOR GROWTH RATE 46 
APPENDIX 1 
Independent 
Variables 
Determinants 
Sub-Determinants of 
Determinants 
Consumer 
Behaviour/ Customer 
Characteristics 
Client education level Language barrier 
Loan default/ late payments  
Geographic factors  
Lack of Customer Orientation Improper usage of loan 
Credit Risk Control 
Portfolio at Risk at 30 Days (PAR)  
Lending Methodology  
Loan loss per staff  
Economies of Scale 
Size of MFI  
Parent group  
Lending Methodology  
Asset Utilization  
Efficiency 
Total Revenue  
Gross Financial Margin  
Net Financial Margin  
Net Income before Tax  
External 
Environment 
Industry Competitiveness  
Legislation & Regulations  
Societal Impact  
Industrial Risk  
Political Unrest  
Financial 
Performance 
Indicators 
Efficiency and Productivity 
Cost Per Borrower (CPB) 
Borrowers Per Staff Member 
Operating Expenses to Assets 
(OEA) 
Financial Revenue to Assets (FRA) 
Portfolio Quality 
Portfolio at Risk at 30 Days (PAR) 
Write-Off Ratio (WOR) 
Financial Structure Debt to Equity Ratio (DER) 
Profitability 
Returns on Assets (ROA) 
Returns on Equity (ROE) 
Yield on Gross Portfolio (YGP) 
Social and Outreach 
Gross Loan Portfolio (GLP) 
No. of Female Borrowers (NOFB) 
% of Female Borrowers (PFB) 
Avg. Loan Balance/ Borrower 
Financial Self-
sufficiency 
Portfolio at Risk at 30 Days (PAR)  
Size of MFI  
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Breadth of Outreach  
Management Efficiency  
Operating Cost Ratio  
Portfolio to Assets  
Internal 
Environment 
Access to capital & funding  
affiliation with foreign MFI or bank  
Costs coverage  
Fraud & Theft by Staff  
Product Customization product/service diversification 
Technological Infrastructure  
Loan Collection Method Multiple/Single Lending Model 
Profitability  
Sensitivity to Interest rates  
Transparency in Pricing  
Loan Performance 
Write-Off Ratio (WOR)  
Number of Deposit Accounts  
Deposits Outstanding Weighted 
Avg. 
 
Average Loan Balance/ Active 
Borrower 
 
Average Outstanding Loan Balance  
Management and 
Performance 
Fraud & Theft by Staff  
Employee Turnover  
Management Efficiency  
Loans per Staff  
Productivity 
Size of MFI  
Lending Methodology  
Cost Per Borrower (CPB)  
Borrowers Per Staff Member 
(BPSM) 
 
Operating Expenses to Assets 
(OEA) 
 
Financial Revenue to Assets (FRA)  
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APPENDIX 2 
Source: “Pakistan Microfinance Review 2007”- “Pakistan Microfinance Review 2016”  
All Figures are in Pakistani Rupees.  
Infrastructure 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Total Assets (‘000) 22,862,066 33,193,784 30,473,198 35,826,211 48,569,411 61,928,036 81,557,894 105,443,135 145,186,197 225,316,798 
Branches (including Head Office) 1,165 1,277 1,221 1,405 1,550 1,630 1,606 2,026 2,754 2,430 
Total Staff 9,529 11,499 11,557 12,005 14,202 15,153 17,456 21,516 25,560 29,413 
Growth Rate           
Total Assets 30.4% 45.2% -8.2% 17.6% 35.6% 27.5% 31.7% 29.3% 37.7% 55.2% 
Branches (including Head Office) 8.6% 9.6% -4.4% 15.1% 10.3% 5.2% -1.5% 26.2% 35.9% -11.8% 
Total Staff 29.8% 20.7% 0.5% 3.9% 18.3% 6.7% 15.2% 23.3% 18.8% 15.1% 
Financing Structure 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Total Assets (‘000) 22,862,066 33,193,784 30,473,198 35,826,211  48,569,411  61,928,036  81,557,894  105,443,135 145,186,198  225,316,798  
Total Equity (‘000) 6,418,594  8,018,344  7,297,847  8,359,260  10,314,307  11,679,373  17,049,706  22,873,920  29,688,776  36,535,925  
Total Debt (‘000) 16,443,471 25,175,440 23,175,352 27,466,951  38,255,104  25,876,598  26,913,359  34,682,369  38,554,959  54,710,855  
Commercial Liabilities (‘000) 2,723,484 6,252,075 2,577,741 4,910,265  12,332,456  19,361,179  21,662,200  18,679,724  19,030,672  43,167,480  
Deposits ( '000)* 2,845,014 4,111,730 7,161,634 10,132,332  13,908,759  20,840,990  32,925,558  42,715,846  60,028,340  118,096,732  
Gross Loan Portfolio ('000) 12,749,983 20,001,190 16,757,846 20,295,915  24,854,747  33,877,284  46,613,582  63,531,465  90,296,341  132,003,052  
Ratios        weighted avg. 
weighted 
avg. 
weighted 
avg. 
Equity-to-Asset Ratio 28.1% 24.2% 23.9% 23.3% 21.2% 18.9% 20.9% 21.7% 20.4% 16.2% 
Commercial Liabilities-to-Total Debt 16.6% 24.8% 11.1% 17.9% 32.2% 74.8% 80.5% 53.9% 49.4% 78.9% 
Debt-to-Equity Ratio 2.56 3.14 3.18 3.29 3.41 2.22 1.58 1.52 1.30 1.50 
Deposits-to-Gross Loan Portfolio 22.3% 20.6% 42.7% 49.9% 56.0% 61.5% 70.6% 67.2% 66.5% 89.5% 
Deposits-to-Total Assets 12.4% 12.4% 23.5% 28.3% 28.6% 33.7% 40.4% 40.5% 41.3% 52.4% 
Gross Loan Portfolio-to-Total Assets 55.8% 60.3% 55.0% 56.7% 51.2% 54.7% 57.2% 60.3% 62.2% 58.6% 
*Only MFB deposits included        
Outreach 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Active Borrowers 1,267,182 1,695,421 1,409,657 1,567,355 1,661,902 2,040,518 2,392,874 2,997,868  3,632,532  4,225,968  
Active Women Borrowers 640,868 803,795 643,392 811,520 917,058 1,275,387 1,442,197 1,692,451  2,001,772  2,273,389  
Gross Loan Portfolio (‘000) 12,749,983 20,001,190 16,757,846 20,295,915 24,854,747 33,877,284 46,613,582 63,531,465  90,100,405  132,003,052  
Annual per Capita Income*** 57,000 81,000 86,000 105,300 107,505 118,085 143,808 143,808  153,060  153,060  
Number of Loans Outstanding 1,351,462 1,791,688 1,409,657 1,547,197 1,661,902 2,040,518 2,401,849 2,998,895  3,632,532  4,227,317  
Depositors**** 146,258 248,842 463,361 764,271 1,332,705 1,730,823 2,150,675 5,675,437 10,661,366 15,937,079 
Number of Deposit Accounts 494,709 248,842 463,361 764,271 1,332,705 1,730,823 2,998,641 5,675,437 10,661,366 15,937,079 
Number of Women depositors 508,000 44,081 78,427 64,159 259,104 334,994 837,144 2,503,582  3,009,992  142,784  
Deposits Outstanding Weighted Avg. 3,617,332 4,111,730 7,161,634 10,132,332 13,908,759 20,840,990 32,925,559 42,715,786  60,028,340  118,096,732  
Ratios        weighted avg. weighted avg. weighted avg. 
Proportion of Active Women Borrowers 50.6% 47.4% 45.6% 51.8% 55.2% 62.5% 60.3% 56.5% 55.1% 53.8% 
Average Loan Balance per Active Borrower 10,100 11,797 11,888 12,949 14,956 16,602 19,480 21,192 24,804 31,236 
Average Loan Balance per Active 
Borrower/Per Capita Income 17.7% 13.78% 13.8% 12.3% 13.9% 14.1% 13.5% 14.7% 16.2% 20.4% 
Average Outstanding Loan Balance 9,400 11,163 11,888 13,118 14,956 16,602 19,407 21,185 24,804 31,226 
Average Outstanding Loan Balance /Per 
Capita Income 16.6% 13.8% 13.8% 12.5% 13.9% 14.1% 13.5% 14.7% 16.2% 20.4% 
Proportion of Active Women Depositors 44.4% 17.7% 16.9% 8.4% 19.4% 19.4% 38.9% 44.11% 28.23% 0.90% 
Average Saving Balance per Active 
Depositor  3,200  16,523  15,456  13,258  10,436  12,041  15,309  7,526 5,630 7,410 
Active Deposit Account Balance 7,300  16,523  15,456  13,258  10,436  12,041  10,980  7,526  5,630  7,410  
* Includes KF data    ** Without KF data       *** Source: http://www.sbp.org.pk/reports/stat_reviews/Bulletin/2012/Feb/EconomicGrowth.pdf       **** Only MFB deposits included 
Financial Performance 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Income from Loan Portfolio 2,746,985 4,202,506 4,352,648 6,122,154 7,998,956 10,040,720 13,542,893 18,581,489  26,007,641  36,582,140  
Income from Investments 638,909 831,602 1,087,106 870,809 1,203,306 1,774,610 1,742,975 2,051,547  3,946,607  2,716,932  
Income from Other Sources 32,347 80,552 975,335 528,457 899,713 816,461 2,093,035 3,707,417  2,919,233  2,471,332  
Total Revenue 3,418,241  5,114,660  6,415,089  7,521,420  10,101,975  12,631,792  17,378,903  24,340,453  32,873,481  41,770,404  
Less : Financial Expense 876,871 1,556,375 1,820,037 2,016,795 2,905,049 3,974,467 4,767,589 5,451,197  6,550,481  8,963,917  
Gross Financial Margin 2,541,370  3,558,285  4,595,052  5,504,624  7,196,926  8,657,325  12,611,314  18,889,256  26,323,001  32,806,487  
Less: Loan Loss Provision Expense 363,353 1,440,324 408,684 745,660 623,988 643,991 658,812 794,500  1,258,313  2,504,433  
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Net Financial Margin 2,178,018  2,117,962  4,186,368  4,758,964  6,572,938  8,013,334  11,952,503  18,094,756  25,064,687  30,302,054  
Personnel Expense 1,476,490 1,828,726 2,186,177 2,819,891 3,345,284 3,784,676 5,032,342 6,557,709  8,712,495  11,575,971  
Admin Expense 1,122,978 1,507,667 1,719,283 1,961,816 2,446,750 2,886,025 3,880,920 5,951,408  7,244,592  9,076,966  
Less: Operating Expense 2,599,468  3,336,393  3,905,460  4,781,707  5,792,035  1,342,633  8,913,262  12,509,117  15,957,087  20,652,937  
Other Non-Operating Expense (421,450) (1,218,432) 280,908    257,651 380,993 1,546,240  2,719,173  772,940  
Net Income before Tax 75,179  (1,001) 5,353  (22,742) 780,903  1,084,982  2,658,248  4,039,399  6,388,427  8,876,178  
Provision for Tax (496,629) (1,217,431) 275,555  (7,047) 116,314  152,380  503,118  614,684  1,230,787  1,977,555  
Net Income/(Loss) 299,219 242,377 87,767 (15,696) 664,589  932,602  2,155,130  3,424,715  5,157,640  6,898,623  
Adjusted Financial Expense on 
Borrowings 417,278 669,689 1,318,219 - 372,524 205,943 181,422 113,553  402,632  491,926  
Inflation Adjustment Expense 64,590 11,699 - - (3,073) 870  1,152  916  270  722  
Adjusted Loan Loss Provision Expense - - - - 357,688 49,456 18,743 13,625  275,656  321,188  
Total Adjustment Expense 781,087  923,765  1,405,987  - 727,138  256,270  201,317  128,095  678,559  813,820  
Net Income/(Loss) After Adjustments (1,277,716) (2,141,195) (1,889,736) (15,696) (62,549) 676,332  1,953,814  3,296,620  4,479,081  6,084,802  
Average Total Assets 20,055,650 27,996,183 29,363,269 30,399,088 42,282,393 57,182,714 70,192,281 95,494,664 125,951,408  178,064,618  
Average Total Equity 6,115,580 7,177,338 7,006,506 7,854,713 8,719,204 11,594,943 14,513,187 20,629,780 89,551,880  32,240,189  
Ratios        weighted avg. weighted avg. weighted avg. 
Adjusted Return-on-Assets (6.4%) (7.6%) (3.3%) (0.1%) (0.1%) 1.2% 3.3% 3.5% 3.6% 3.4% 
Adjusted Return-on-Equity (20.9%) (29.8%) (14%) (0.2%) (0.7%) 5.8% 16.1% 16.0% 5.0% 18.9% 
Operational Self Sufficiency (OSS) 89.0% 80.8% 104.6% 99.7% 108.4% 109.4% 118.1% 119.9% 124.1% 127.0% 
Financial Self Sufficiency  74.0% 70.5% 86.8% 81.7% 100.5% 107.0% 116.5% 117.7% 121.0% 123.9% 
* Includes KF data  ** Without KF data 
Operating Income 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Revenue from Loan Portfolio 2,746,985 4,202,506 4,352,648 6,122,154 7,998,956 10,040,720 13,542,893 18,581,489 26,007,641 36,582,140 
Total Revenue  3,418,241 5,114,660 5,804,616 7,521,420 10,101,975 12,631,792 17,378,903 24,821,486 32,873,481 41,770,404 
Adjusted Net Operating Income/(Loss) (1,202,537) (2,113,788) (887,558) -22,742 5,252 828,712 2,456,931 3,286,779  4,474,629  6,084,786  
Average Total Assets 20,055,650 27,996,183 29,363,269 30,399,088 42,282,393 57,182,714 70,192,281 95,494,664 125,951,408 178,064,618 
Gross Loan Portfolio (Opening Balance) 8,283,941 12,698,918 16,780,162 16,948,466 20,576,342 25,743,757 34,668,730 48,423,008 63,402,462 89,528,314 
Gross Loan Portfolio (Closing Balance) 12,749,983 20,001,190 16,757,846 20,295,915 24,854,747 33,877,284 46,105,712 63,531,465 90,283,337 132,003,052 
Average Gross Loan Portfolio 10,516,962 16,350,054 16,769,004 18,622,190 22,715,544 29,810,520 40,387,221 55,977,237 76,842,899 110,765,683 
Inflation Rate *** 7.9% 12.0% 20.8% 15.0% 11.2% 10.4% 9.2% 8% 4% 4% 
Ratios        weighted avg. weighted avg. weighted avg. 
Total Revenue Ratio (Total Revenue-to-
Average Total Assets) 17.0% 18.3% 19.8% 24.7% 23.9% 22.3% 24.8% 26.0% 26.1% 23.5% 
Adjusted Profit Margin (Adjusted 
Profit/(Loss) to Total Revenue) (32.5%) (41.3%) (24.6%) (0.3%) 0.1% 7.0% 14.1% 13.2% 13.6% 14.6% 
Yield on Gross Portfolio (Nominal) 26.1% 25.7% 26.0% 32.9% 35.2% 34.2% 33.5% 34.6% 34.6% 33.0% 
Yield on Gross Portfolio (Real) 16.9% 12.2% 4.3% 15.5% 21.6% 21.6% 22.3% 24.4% 29.9% 29.8% 
* Includes KF data              ** Without KF data       *** Source: http://www.sbp.org.pk/reports/stat_reviews/Bulletin/2012/Feb/IND.pdf 
Operating Expense 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Adjusted Total Expense 4,620,778  7,228,448  7,454,381  7,544,162  10,096,723  11,803,080  14,540,979  20,842,120  27,121,782  33,707,341  
Adjusted Financial Expense 1,593,368  2,440,032  3,140,237  2,016,795  3,304,504  4,181,281  4,950,162  5,742,091  6,911,552  9,455,843  
Adjusted Loan Loss Provision Expense 427,943  1,452,023  408,684  745,660  1,000,184  693,447  677,555  808,125  1,533,970  2,825,622  
Adjusted Operating Expense 2,599,468  3,336,393  3,905,460  4,781,707  5,792,035  6,928,352  8,913,262  14,291,904  18,676,260  21,425,876  
Adjustment Expense 781,087  895,356  1,320,200  - 775,651  256,270  201,317  453,639  678,579  813,837  
Average Total Assets 20,055,650  27,996,183  29,363,269  30,399,088  42,282,393  57,182,714  70,192,281  95,494,664  125,951,408  178,064,618  
Ratios        weighted avg. weighted avg. weighted avg. 
Adjusted Total Expense-to Average Total 
Assets 23.0% 25.8% 25.4% 24.8% 23.9% 20.6% 20.7% 21.8% 21.5% 18.9% 
Adjusted Financial Expense to-Average 
Total Assets 7.9% 8.7% 10.7% 6.6% 7.8% 7.3% 7.1% 6.0% 5.5% 5.3% 
Adjusted Loan Loss Provision Expense-to-
Average Total Assets 2.1% 5.2% 1.4% 2.5% 2.4% 1.2% 1.0% 0.8% 1.2% 1.6% 
Adjusted Operating Expense-to-Average 
Total Assets 13.0% 11.9% 13.3% 15.7% 13.7% 12.1% 12.7% 15.0% 14.8% 12.0% 
Adjusted Personnel Expense 7.4% 6.5% 6.5% 9.3% 7.9% 6.6% 7.2% 6.9% 6.9% 6.5% 
Adjusted Admin Expense 5.6% 5.4% 5.8% 6.5% 5.8% 5.0% 5.5% 6.2% 5.8% 5.1% 
Adjustment Expense-to Average Total Assets 3.9% 3.2% 4.5% 0.0% 1.8% 0.4% 0.3% 0.5% 0.5% 0.5% 
* Includes KF data  ** Without KF data  
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Operating Efficiency 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Operating Expense (‘000) 2,599,468  3,336,393  3,905,460  4,781,707  5,792,035  6,928,352  8,913,262  12,745,665  15,957,087  20,652,937  
Personnel Expense (‘000) 1,476,490  1,828,726  2,186,177  2,819,891  3,345,284  3,784,676  5,032,342  6,794,257  8,712,495  11,575,971  
Average Gross Loan Portfolio (‘000) 10,516,962  16,350,054  16,769,004  18,622,190  22,715,544  29,810,520  40,387,221  55,977,237  76,842,899  110,765,683  
Average Number of Active Borrowers 1,143,320  1,685,382  1,387,670  1,567,355  1,661,902  2,040,518  2,350,650  2,997,868  3,632,532  4,225,968  
Average Number of Active Loans 1,209,237  1,635,342  1,423,467  1,567,355  1,661,902  2,040,518  2,359,625  2,998,895  3,632,532  4,227,317  
Ratios        weighted avg. weighted avg. weighted avg. 
Adjusted Operating Expense-to-Average 
Gross Loan Portfolio 24.7% 20.4% 23.3% 25.7% 25.5% 23.2% 22.1% 22.8% 20.8% 18.6% 
Adjusted Personnel Expense-to-Average 
Gross Loan Portfolio 14.0% 11.2% 13.0% 15.1% 14.7% 12.7% 12.5% 12.1% 11.3% 10.5% 
Average Salary/Gross Domestic Product per 
Capita 2.7  2.0  2.20  2.23  2.19  2.12  2.00  2.2 2.2 2.6 
Adjusted Cost per Borrower 2,300  2,000  2,814  3,051  3,485  3,395  3,792  4,252 4,393 4,887 
Adjusted Cost per Loan  2,100  2,000  2,744  3,051  3,485  3,395  3,777  4,250 4,393 4,886 
* Includes KF data  ** Without KF data     
Productivity 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Number of Deposit Accounts 494,709 248,842 463,361 764,271 1,332,705 1,730,823 2,707,872 5,675,437 10,661,366 15,937,079 
Total Staff 9,529 11,499 11,441 12,005 14,202 15,153 15,673 19,227 25,343 29,413 
Total Loan Officers 5,734 6,916 6,619 5,148 7,165 7,541 6,892 8,801 9,923 15,342 
Ratios        weighted avg. weighted avg. weighted avg. 
Borrowers per Staff 133 147 122 131 117 135 144 156 143 144 
Loans per Staff 142 156 122 131 117 135 144 156 143 144 
Borrowers per Loan Officer 221 245 211 304 232 271 327 341 366 275 
Loans per Loan Officer 236 259 211 304 232 271 328 328 366 276 
Depositors per Staff 120 22 41 64 94 114 121 295  421  542  
Deposit Accounts per Staff 52 22 41 64 94 114 173 295  421  542  
Personnel Allocation Ratio 60.2% 60.1% 57.9% 42.9% 50.5% 49.8% 44.0% 45.8% 39.2% 52.2% 
* Includes KF data  ** Without KF data 
Risk 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Portfolio at Risk > 30 days 396,159 426,693 578,032 829,314 793,966 1,232,842 1,157,297 659,418  1,321,207  1,565,459  
Portfolio at Risk > 90 days 283,676 190,350 318,824 577,972 516,623 1,020,316 932,166 379,637  781,212  1,073,562  
Adjusted Loan Loss Reserve 484,409 1,680,846 477,785 733,338 623,988 759,621 708,355 1,189,884  1,468,006  2,814,919  
Loan Written Off during Year  209,238 299,986 602,421 335,463 592,429 675,835 615,293 1,222,076  917,855  1,147,319  
Gross Loan Portfolio 12,749,983 20,001,190 16,757,846 20,295,915 24,854,747 33,877,284 46,105,712 63,531,465  90,081,589  132,003,052  
Average Gross Loan  
Portfolio 10,516,962 16,350,054 16,769,004 18,622,190 22,715,544 29,810,520 40,387,221 55,977,237  76,690,720  110,765,683  
Ratios        weighted avg. weighted avg. weighted avg. 
Portfolio at Risk (>30)-to Gross Loan 
Portfolio 3.1% 2.1% 3.4% 4.1% 3.2% 3.6% 2.5% 1.0% 1.5% 1.2% 
Portfolio at Risk(>90)-to Gross Loan 
Portfolio 2.2% 1.0% 1.9% 2.8% 2.1% 3.0% 2.0% 0.6% 0.9% 0.8% 
Write Off-to-Average Gross Loan Portfolio 2.0% 1.8% 3.6% 1.8% 2.6% 2.3% 1.5% 2.2% 1.2% 1.0% 
Risk Coverage Ratio  
(Adjusted Loan Loss  
Reserve-to-Portfolio at Risk > 30 days) 
122.3% 393.9% 82.7% 88.4% 78.6% 61.6% 61.2% 180.4% 111.1% 179.8% 
* Includes KF data  ** Without KF data 
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APPENDIX 3 
Questionnaire Copy 
The Constraints to the development of Micro-finance Sector in Pakistan 
This questionnaire is for educational purpose and will only be used for my bachelor’s thesis. The 
objective of the research is to determine the factors that affect growth rate of micro-finance sector in 
Pakistan and performance of Micro-finance Institutes (MFI) operating in Pakistan.  
Demographics * Required 
1. Qualification * Mark only one circle 
o Bachelors  
o Chartered professional  
o Diploma  
o Doctor of Philosophy (PhD)  
o Masters  
o Professional Certification  
o Other 
2. Institution * 
3. Position * 
4. City * 
5. Please specify the stakeholder group you identify yourself with: * Mark only one circle. 
o Practitioner working in Pakistan  
o Practitioner working outside Pakistan  
o Donor Investor  
o Regulator/policymaker  
o Analyst/researcher  
o Customer  
o Student 
6. Mark the microfinance service(s) that you are aware of * Check all that apply. 
 Finance to self-help groups (SHGs)  
 Finance to Non-governmental 
organizations (NGOs)  
 Finance to Micro-Finance Institutes 
(MFIs)  
 Finance for Micro, Small & Medium 
Enterprises (MSMEs)  
 Differential Interest Rate (DIR) scheme  
 Money transfer facility  
 Payment/collection services  
 Debit/Credit cards  
 Advisory services to NGOs/SHGs to 
identify viable projects  
 Training programs for 
NGOs/SHGs/entrepreneurs  
 Micro credit  
 Micro savings  
 Micro insurance  
 Housing microfinance  
 Finance for Women  
 Other: 
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Questionnaire  
What is your opinion on the following statements? 
7. Sector * Mark only one box per row. 
 Strongly 
Agree  
Agree Neutral Disagree 
Strongly 
Disagree 
The microfinance sector growth rate is below 
expectations 
     
The sector can cope with the threat of wide-scale 
natural disaster. 
     
The microfinance sector is helpful in developing 
entrepreneurship in the economy 
     
There a risk to the sector from religious elements.      
The key bottleneck is the shortage of strong 
financial institutions, managers, and their 
practice. 
     
8. Institution * Mark only one box per row. 
 Strongly 
Agree  
Agree Neutral Disagree 
Strongly 
Disagree 
The microfinance sector is helpful in developing 
entrepreneurship in the economy 
     
The influence of international organizations 
(World Bank) is beneficial for MFIs. 
     
The Islamic mode of financing is a good 
opportunity to this sector to attract more clients. 
     
MFIs are vulnerable to pressures in the wider 
economy such as inflation, recession, and low 
productivity. 
     
Commercialisation of Microfinance institute 
affect average loan size, cost & pricing. 
     
Competitive pressures will push MFIs to take 
greater risks in areas like pricing, product 
innovation, and credit quality. 
     
MFI ownership structures are appropriate and 
stable. 
     
MFIs have the ability to map strategies to survive 
and grow in today’s challenging environment. 
     
MFIs can fail to develop the right products but 
can manage them successfully. 
     
Institution can achieve dual objectives of 
profitability and poverty reduction concurrently. 
     
Pilot Risk Mitigation Mechanisms for the Poor as 
a Safety Net Measure is efficient. 
     
Training and professionalism is very important in 
the Micro Finance sector. 
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The Islamic mode of financing is a good 
opportunity to this sector. 
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9. External Environment* Mark only one box per row. 
 Strongly 
Agree  
Agree Neutral Disagree 
Strongly 
Disagree 
The Government is giving due importance to 
Micro finance. 
     
Reductions in government support hinder MFI 
performance. 
     
Government control is important for better 
performance of your MFI. 
     
The currently volatile security situation of 
Pakistan pose a serious threat to micro-financing. 
     
Political interference harm MFIs in areas such as 
interest rates, lending policy, and subsidized 
competition. 
     
MFI growth and profitability are restrained by 
bad rules. 
     
10. Customer* Mark only one box per row. 
 Strongly 
Agree  
Agree Neutral Disagree 
Strongly 
Disagree 
The number of participants either individual or 
group influence the growth of MFIs. 
     
The source of funding like NGO, societal funding 
etc. are used by the customers to avail the funds 
easily and more economically. 
     
Micro-loans are used on Consumption Goods and 
not invested by borrowers. 
     
MFI need to develop skills of client for fund 
utilization. 
     
Borrowers are failing to repay their loans because 
of over indebtedness, poor credit management, 
poor client understanding, or difficult conditions 
that damage MFIs reputation. 
     
MFIs will suffer a shortage of ready cash due to 
prevailing customer behaviour. 
     
The education level of participants influences 
growth of MFI. 
     
The low level of knowledge of farmers 
discourages them in borrowing loans from this 
sector. 
     
It takes more time and involves many procedures 
in taking loan from institutes, which slows 
borrowing process, hence many customers move 
to informal borrowing like loan from landlord etc. 
     
The terms and condition of loan e.g. penalty of 
default, schedule of instalments, instalment-
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amount etc. discourage customers to take bank 
loan. 
The source of funding like NGO, societal funding 
etc. are used by the customers to avail the funds 
easily and more economically. 
     
11. Rate the efficiency of the following regulation* Mark only one box per row. (1 lowest & 
5 highest) 
 1  2 3 4 5  
Conducive policy to encourage emergence of MFIs as depository 
institutions 
     
Corresponding creation of a supervisory and regulatory system for 
orderly sector development 
     
Flexibility to adopt practices and procedures for banking with the 
poor, such as mobile banking and group collateral 
     
Free limit to accumulate a non-collateralized loan portfolio      
Insulation from political interference      
12. How much vulnerable are MFIs to risks in administration, accounting systems, and 
controls* 
 
13. How important are the following sources of funding for your MFI? Order the 
importance* Mark only one box per row. (1 lowest & 5 highest) 
 1  2 3 4 5  
Individual giving       
Corporate support      
Foundation Giving      
International Support      
Government Support Funding      
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APPENDIX 4 
Primary Data Regression Results 
1 alpha ee1 ee2 ee3 ee4 ee5 ee6 ee7 ee8 ee9 ee10 ee11 ee12 ee13 ee14 ee15 
Test scale = mean (unstandardized items) 
Reversed items:  ee1 ee2 ee3 ee4 ee5 ee6 ee7 ee8 ee9 ee10 
Average interitem covariance:     .1795136 
Number of items in the scale:           15 
Scale reliability coefficient:      0.7761 
2 alpha cb1 cb2 cb3 cb4 cb5 cb6 cb7 cb8 cb9 cb10 cb11 
Test scale = mean (unstandardized items) 
Average interitem covariance:     .3010175 
Number of items in the scale:           11 
Scale reliability coefficient:      0.8708 
3 alpha es1 es2 
Test scale = mean (unstandardized items) 
Average interitem covariance:     .3428571 
Number of items in the scale:            2 
Scale reliability coefficient:      0.6221 
4 alpha ie1 ie2 ie3 ie4 ie5 ie6 ie7 ie8 ie9 
Test scale = mean (unstandardized items) Reversed items:  ie2 ie3 
Average interitem covariance:     .2809662 
Number of items in the scale:            9 
Scale reliability coefficient:      0.7236 
5 alpha mp1 mp2 mp3 mp4 mp4 mp5  
Test scale = mean (unstandardized items) 
Average interitem covariance:     .1993825 
Number of items in the scale:            5 
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Scale reliability coefficient:      0.6726 
6 alpha ee1 ee2 ee3 ee4 ee5 ee6 ee7 ee8 ee9 ee10 ee11 ee12 ee13 ee14 ee15 cb1 cb2 cb3  b4 
cb5 >  ie4 ie5 ie6 ie7 ie8 ie9 mp1 mp2 mp3 mp4 mp5, std item  
Test scale = mean (standardized items) 
Item 
average 
Obs 
Sign 
item-test-
correlation 
item-rest-
correlation 
Average interitem-
correlation 
alpha 
ee1 50 - 0.1451 0.0904 0.1752 0.8970 
ee2 50 + 0.2117 0.1582 0.1738 0.8961 
ee3 50 + 0.4571 0.4119 0.1683 0.8924 
ee4 49 + 0.5738 0.5355 0.1656 0.8906 
ee5 50 + 0.3600 0.3107 0.1704 0.8939 
ee6 50 + 0.4063 0.3589 0.1694 0.8932 
ee7 49 + 0.3783 0.3296 0.1700 0.8936 
ee8 50 + 0.6046 0.5678 0.1650 0.8901 
ee9 50 + 0.4821 0.4382 0.1677 0.8920 
ee10 50 + 0.4155 0.3682 0.1692 0.8930 
ee11 50 - 0.4894 0.4458 0.1676 0.8919 
ee12 50 - 0.5071 0.4644 0.1672 0.8917 
ee13 50 - 0.5154 0.4732 0.1670 0.8915 
ee14 50 - 0.5654 0.5262 0.1658 0.8907 
ee15 50 - 0.5219 0.4801 0.1668 0.8914 
cb1 49 + 0.3715 0.3232 0.1701 0.8937 
cb2 50 + 0.5878 0.5497 0.1653 0.8903 
cb3 50 + 0.5738 0.5350 0.1656 0.8906 
cb4 50 + 0.5190 0.4769 0.1669 0.8914 
cb5 50 + 0.4147 0.3676 0.1692 0.8930 
cb6 50 + 0.5264 0.4847 0.1667 0.8913 
cb7 50 + 0.5452 0.5048 0.1663 0.8911 
cb8 50 + 0.5552 0.5154 0.1661 0.8909 
cb9 48 + 0.4678 0.4239 0.1679 0.8922 
cb10 50 + 0.4937 0.4503 0.1674 0.8918 
cb11 49 + 0.6752 0.6438 0.1634 0.8890 
es1 50 + 0.3534 0.3039 0.1706 0.8940 
es2 50 + 0.3351 0.2844 0.1709 0.8942 
ie1 50 + 0.3488 0.2991 0.1707 0.8940 
ie2 50 + 0.2813 0.2293 0.1722 0.8950 
ie3 49 + 0.3391 0.2886 0.1709 0.8942 
ie4 50 - 0.2410 0.1882 0.1731 0.8957 
ie5 50 - 0.2462 0.1935 0.1730 0.8956 
ie6 50 - 0.4053 0.3578 0.1694 0.8932 
ie7 50 - 0.4043 0.3567 0.1694 0.8932 
ie8 50 - 0.3477 0.2978 0.1707 0.8941 
ie9 50 - 0.3995 0.3518 0.1696 0.8933 
mp1 50 + 0.5127 0.4704 0.1670 0.8915 
mp2 50 + 0.4217 0.3750 0.1691 0.8929 
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mp3 50 + 0.3237 0.2732 0.1712 0.8944 
mp4 49 + 0.4316 0.3854 0.1688 0.8928 
mp5 50 + 0.4757 0.4313 0.1678 0.8921 
Test scale,   0.1688      0.8950 
7 reg cb1 cb2 cb3 cb4 cb5 cb6 cb7 cb8 cb9 cb10 cb11 
Source SS Df MS Number of obs =  48 
F(10, 37) =                      3.20 
Prob > F =                         0.0047 
R-squared =                       0.4641 
Adj R-squared=                0.3192 
Root MSE =                      .58857 
Model 11.0991639 10 1.10991639 
Residual 12.8175028 37 .346418994 
Total 23.9166667 47 .508865248 
cb1 Coef. Std. Err. T P>|t| [95% Conf. Interval] 
cb2 .3930893 .1580308 2.49 0.018 .0728885    .7132901 
cb3 .1253443 .1537331 0.82 0.420 -.1861486    .4368373 
cb4 .0055857 .1516372 0.04 0.971 -.3016604    .3128319 
cb5 .1811215 .1383309 1.31 0.198 -.0991635    .4614065 
cb6 -.267461 .1320799 -2.02 0.050 -.5350803    .0001583 
cb7 .1203426 .1712912 0.70 0.487 -.2267264    .4674116 
cb8 -.027546 .1248828 -0.22 0.827 .2805827    .2254907 
cb9 .1955033 .1722812 1.13 0.264 -.1535716    .5445781 
cb10 -.2662818 .2037183 -1.31 0.199 -.6790544    .1464908 
cb11 .2318068 .1986882 1.17 0.251 -.1707737    .6343873 
_cons 1.174502 .641899 1.83 0.075 -.1261092    2.475113 
8 reg  ee1 ee2 ee3 ee4 ee5 ee6 ee7 ee8 ee9 ee10 ee11 ee12 ee13 ee14 ee15 
Source SS 
Df 
 
MS 
Number of obs =   48 
F(14, 33) =              2.47 
Prob > F =                    0.0163 
R-squared  =                0.5117 
Adj R-squared =          0.3045 
Root MSE =                 .92575 
Model 29.6349935 14 2.11678525 
Residual 28.2816731 33 .857020398 
Total 57.9166667 47 1.2322695 
ee1  Coef.    Std. Err.       t     P>|t|         [95% Conf. Interval] 
ee2  .3204276    .2064173 1.55   0.130 -.0995315    .7403867 
ee3  -.0110333    .1610917 -0.07    0.946 -.3387768    .3167103 
ee4  .3649837    -.2017047 -1.81    0.079 -.7753549    .0453875 
ee5  -.003708     .222876  -0.02 0.987 -.4571527    .4497367 
ee6  .4012904     .216222  1.86 0.072 -.0386165    .8411972 
ee7  .1515855    .1862753 0.81   0.422 -.2273944    .5305655 
ee8  -.1655811    .2247001 -0.74 0.466 -.6227369    .2915747 
ee9  .2312535    .2060121 1.12   0.270 -.1878814    .6503884 
ee10  -.6065517    .2579164 -2.35 0.025 -1.131287   -.0818169 
ee11  -.3811143    .2195259 -1.74 0.092 -.827743    .0655144 
ee12  .4255852    .2240158 1.90 0.066 -.0301782    .8813487 
ee13  -.6414625    .2190911  -2.93 0.006 -1.087207   -.1957184 
ee14  .2403959    .1945771 1.24 0.225 -.1554742    .6362661 
ee15 .2370996 .2005524 1.18 0.246 -.1709274    .6451266 
 _cons  3.289139    1.557633 2.11 0.042 .1201106    6.458167 
9 reg es1 es2 
Source SS Df MS Number of obs =                48 
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Model 29.6349935 14 2.11678525 F(14, 33) =                     2.47 
Prob > F =                  0.0163 
R-squared  =               0.5117 
Adj R-squared =         0.3045 
Root MSE =               .92575 
Residual 28.2816731 33 .857020398 
Total 57.9166667 47 1.2322695 
es1  Coef.    Std. Err.       t     P>|t|      [95% Conf. Interval] 
es2  . 3505843    . 094659      3.70 0.001     .1602596     .540909 
_cons  2.511686 .3861345 6.50    0.00   1.735311    3.288062 
10 reg ie1 ie2 ie3 ie4 ie5 ie6 ie7 ie8 ie9 
Source SS Df MS Number of obs =   49 
F(8, 40) =                         2.47 
Prob > F =                    0.5637 
R-squared  =                0.1456 
Adj R-squared =         -0.0253 
Root MSE =                 1.0377 
Model 7.33935432 8 .91741929 
Residual 43.0688089 40 1.07672022 
Total 50.4081633 48 1.05017007    
ie1 Coef.    Std. Err.       t     P>|t|      [95% Conf. Interval] 
ie2  -.4449046 .2801075 -1.59 0.120 -1.011023    .1212139 
ie3 .3729169 .2200891 1.69 0.098 -.0718999    .8177336 
ie4 .2039585 .1697459 1.20 0.237 -.1391108    .5470277 
ie5 -.0361712    .1485969     -0.24    0.809     -.3364968    .2641543 
ie6 -.1580394    .1455056     -1.09    0.284      -.452117      .1360383 
ie7 .1054939    .1632552      0.65 0.522     -.2244572    .4354449 
ie8 -.0855945     .180934     -0.47    0.639     -.4512759    .2800868 
ie9 .0062716    .1820928 0.03    0.973     -.3617516    .3742949 
_cons 4.067875    1.372281      2.96 0,005 1.294391      6.841359 
11 reg mp1 mp2 mp3 mp4 mp5 
Source SS Df MS Number of obs =   49 
F(4, 44) =              9.20 
Prob > F =                    0.0000 
R-squared  =                0.4566 
Adj R-squared =            .4072 
Root MSE =                  68503 
Model 17.3523062 4 4.33807655 
Residual 20.6476938 44 .469265768 
Total 38 48 .791666667 
ie1 Coef.    Std. Err.       t     P>|t|      [95% Conf. Interval] 
ie2  .7076084 .1440839 4.91 0.000 .4172264     .9979903 
ie3 .0096399 .1027344 0.09 0.926 -.1974077    .2166875 
ie4 .0096399 .1626726 0.33 0.743 -.2741112    .3815789 
ie5 .0723932 .1417778 0.51 0.612 -.2133412    .3581276 
_cons .2469796 .7732822 0.32 0.751 -1.311468    1.805428 
Summary Table 
Variable Obs Mean Std. Dev.        Min Max Coef. 
EE 50    11.06     2.103544           5 15 -1.011138 
IE 50 10.56 3.959798           3 21 0.3320848 
ES 50    16.08     5.688657           4 25 -0.1759208 
MP 50 14.78     4.413754           7 25 0.1568818 
CR 50    14.42     4.965555           4 25 -0.161546 
CB 50 14.66     4.605276           6          25 0.0881716 
DV 50        15.54     6.848834           1 25  
year 10 2011.5 3.02765 2007 2016  
dv 10 18 16.26858         -16 45  
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fp 10 54.2     21.59115          20          89 -.5746477 
fs 10       99.5      20.2608          70         123 -.1263615 
cr 10 135.5 100.2699          61         393 0.0408196 
ep 10 281.1      49.5613         211         366 0.0003107 
lp 10            17500.4     6719.342       10100 31236 -.000404 
pr 10 19.3     7.746684           4 29 2.591144 
 
